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SUMMARY 

I.  The  Begmninga  of  Eugenics.  Plato,  2.  —  The  Origin  oj  8pe^ 
CMS  and  ite  influence,  3.  —  Galton  and  the  modem  eugenics  move- 
ment, 4.  —  Hereditary  Geniue,  6.  —  Greg,  8.  —  Darwin,  10.  —  de 
Gandolle,  12.  —  Galton's  English  Men  of  Science,  13. — Inguiriee 
into  Hvman  Faculty,  15.  —  Natural  Inheritance,  16.  —  The  revival  of 
eugenics.  Karl  Pearson,  17.  —  Galton's  later  writings,  19.  —  Eugenics: 
Its  Definiiion,  Scope,  and  Aims,  20.  —  II.  Eugenic  Investigations. 
Heredity,  24.  —  Pearson's  biometric  studies,  26.  —  The  Francis  Gal- 
ton Laboratoiy  for  National  Eugenics,  26.  —  The  Eugenics  Laborar 
tory  publications,  27.  —  The  relative  influence  of  heredity  and  en- 
vinHUDent,  29.  —  Criticism  of  the  biometric  method,  31.  —  Biometry 
V.  Mendelism,  31.  —  Mendelian  methods  in  eugenics,  33.  —  Early 
eugenic  ideas  in  America,  33.  —  The  American  Breeders'  Association, 
35.  —  The  Eugenics  Record  Office  and  ite  work,  36.  —  III.  The  Eugenic 
Program.  The  popularization  of  eugenics,  39.  —  The  Eugenics  Edu- 
eatacKi  Society,  39.  —  International  organizations,  39.  —  Applied 
engenios:  Constructive  v.  restrictive  methods,  41.  —  Attempts  to 
restrict  the  increase  of  undesirables,  45.  —  IV.  Recent  eugenic  lit- 
erature. 8aledi>y's  Parenihood  and  Race  CvUwre,  47.  —  Whethams' 
The  FamUy  and  the  Nation,  48.  —  Kellicott's  The  Social  Direction  of 
Hvman  EvoLvtion,  51.  —  Davenport's  Race  Improvement  through  Evr 
genics,  53.  —  Eugenics  in  Europe,  57.  —  Bassenbiologie,  58.  —  The 
"Natur  und  Staat"  series,  59.  —  V.  The  Rationale  of  Eugenics. 
Hie  lack  of  an  adequate  social  philosophy  in  prevalent  eugenic 
opinicxi,  61.  —  Eugenics  in  relation  to  natural  selection,  62.  —  Excep- 
tional aJbility  v.  general  bettoment,  63.  —  The  outlook  for  eugenics,  66. 

Unless  many  signs  fail,  the  study  of  eugenics  has 
established  its  claim  to  recognition  among  the  hopeful 
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applications  of  science  in  social  reform.  Almost 
suddenly,  within  the  last  few  years,  the  popular  apathy 
which  it  encoxmtered  for  half  a  century  has  given 
way  to  widespread  attention  and  interest,  mingled 
with  not  a  little  of  that  irresponsible  enthusiasm 
which  a  novel  turn  of  thought  provokes.  The  spirit 
of  eugenic  inquiry  has  spread  beyond  the  coxmtry 
of  its  origin  and  prompted  investigations  xmdertaken 
with  a  scholarly  seriousness  of  purpose  which  be- 
speaks for  them  the  critical  estimate  due  to  scientific 
work.  At  this  turning-point  in  the  history  of  eugenics, 
the  recent  death  of  Sir  Francis  Galton  ^  seems  to  mark 
off  the  period  of  beginnings,  the  story  of  which  is  so 
essentially  the  story  of  his  own  life,  from  the  period 
of  wider  activity  that  has  now  set  in.  Before  the 
beginnings  are  forgotten,  a  review  of  what  has  already 
been  accomplished  may  help  to  appraise  the  promise 
of  usefulness  which  the  eugenic  movement  affords. 


The  idea  of  a  conscious  selective  improvement 
of  the  human  breed  is  not  new.  Like  many  another 
stimulating  thought  it  was  clearly  uttered  long  before 
the  time  when  its  fresh  expression  found  the  popular 
mind  in  the  ready  and  impressionable  state  which 
makes  possible  a  far-reaching  thought  movement. 
Twenty-three  hundred  years  ago  the  political  dialogues 
of  Plato  outlined  a  policy  of  controlling  marriage 
selection  and  parentage  for  the  general  good  of  society; 
and  declared  that  the  statesman  who  would  advance 
the  welfare  of  his  citizens  should,  like  the  fancier  of 

1  Qalton  was  knighted  In  1900,  In  tardy  recocnltlon  of  his  dlsUngulahed  servloea 
to  science.  In  the  following  pages  the  title  is  not  prefixed  to  his  name  except  when 
the  reference  is  to  events  subsequent  to  the  date  of  his  knighthood. 
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birds,  or  dogs,  or  horses,  take  care  to  breed  from  the 
best  only.^  Perhaps  it  was  natural  that  this  idea 
should  have  come  early  to  the  mind  of  a  man  whose 
experience  was  with  the  compact  citizen  class  of  a 
city-state,  and  whose  ideal  community  was  not  so 
large  but  that  each  citizen  might  know  how  his  fellows 
lived;  for  it  has  been  remarked  that  at  the  present 
day  there  is  exceptional  scrutiny  of  marrying  and 
giving  in  marriage  among  peoples  or  social  classes  so 
isolated,  clannish,  and  inbred  that  they  must  neces- 
sarily have  discovered  in  their  own  experience  the 
virtue  of  good  stock  and  the  fate  that  follows  the 
progeny  of  degeneracy  and  constitutional  disease. 
But  Plato's  project  was  too  fantastic  for  his  time. 
In  foUowing  centiuies  the  laws  of  the  Roman  Empire, 
the  doctrines  of  the  Church,  and  the  policies  of  mer- 
cantilist states,  in  so  far  as  they  took  cognizance 
of  population  problems,  kept  count  in  terms  of  sol- 
diers, or  souls,  or  laboring  and  tax-paying  subjects,  and 
for  the  most  part  overlooked  the  inborn  differences 
of  men.  Even  at  the  beginning  of  the  last  century, 
when  the  discussion  of  population  problems  reached 
a  development  quite  unprecedented,  the  quahty  of 
the  population  was  still  almost  ignored  in  the  pre- 
vailing concern  about  questions  of  mere  numbers. 

The  present  eugenics  movement  may  be  traced 
back  definitely  to  the  decade  beginning  with  the  year 
1865,  and  more  generally  to  the  thought-reaction 
which  followed  the  publication  of  Darwin's  Origin 
of  Species  in  1859.  The  new  biological  doctrines 
inevitably  drew  attention  to  the  selective  significance 
of  inborn  differences,  in  himian  beings  as  in  other 
living  forms.  Nor  was  the  existence  of  such  differences 
among  men  likely  to  be  overlooked  by  the  reactionary 

>  Bepublic,  450;  Laws.  773;  and  ebewhere. 
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adherents  of  a  waning  aristocratic  regime,  confronted 
with  the  growing  prominence  of  the  masses,  whose 
influence  was  enlarging  with  their  new  accession  of 
political  privilege  and  with  the  more  gradual  course 
of  industrial  change.  The  stress  which  Darwin  had 
laid  on  the  cumulative  selection  of  qualities  trans- 
mitted by  heredity  put  an  end  to  that  placid  indif- 
ference with  which  the  unequal  increase  of  different 
social  classes  had  been  regarded.  Even  more  positively 
it  dispelled  the  illusions  of  those  who  had  rejoiced 
in  the  relative  infertility  of  the  well-to-do,  hailing 
it  either  as  the  sign  of  prudence  in  at  least  some  places, 
or  as  a  providential  compensation  of  the  hardships 
of  poverty  by  vouchsafing  to  the  poor  an  untroubled 
career  of  procreation. 

The  specific  starting-point  of  the  eugenics  literature 
is  to  be  recognized  in  two  articles  on  "  Hereditary  Talent 
and  Character,"  written  by  Francis  Galton  and  pub- 
lished in  Macmillan's  Magazine  for  June  and  August, 
1865.    Impressed  by  the  plasticity  of  the  physical  forms 
of  animals  imder  the  breeder's  selection,  Galton  here 
announced  his  purpose  of  showing,  more  pointedly 
than  had  been  attempted  before,   that  the  mental 
qualities  of  men  are  equally  under  control.^    He  was 
encouraged  in  this,   as  he  himself  records,^  by  the 
influence  of  The  Origin  of  Species;  tho  the  suggestion 
of  the  idea  had  come  to  him  from  his  own  observation 
of  instances  of  apparent  heredity  among  his  contem- 
poraries at  Cambridge.    Now,  he  not  only  repudiated 
the  prevalent  view  that  sons  of  great  men  are  usually 
stupid:  he  went  on  to  show  by  a  mass  of  biographical 
evidence  how  strikingly  the  frequent  occurrence   of 

^  These  words  are  mibstanttally  those  of  the  openiz^  paragraph  of  the  first  article, 
MaomlUan's  Magailne,  vol.  xli,  p.  167. 

I  Memories  of  My  Life,  London,  1908,  p.  288. 
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able  sons  of  able  men  indicates  that  mental  qualities, 
quite  as  much  as  physical  traits,  are  subject  to  the 
principles  of  natural  inheritance.  Doubtless,  the  son 
of  an  eminent  man  may  be  favored  by  superior  op- 
portunities. Advantageous  associations,  as  well  as 
inherited  capacity,  may  aid  his  career.  All  this 
Galton  was  quite  willing  to  admit.  But  he  did  not 
r^ard  established  position  as  the  chief  reason  for 
the  recurrence  of  talent  in  distinguished  families; 
and  to  make  his  argument  more  conclusive  he  avoided 
the  examples  of  statesmen  and  generals,  who  might 
be  thought  particularly  the  creatures  of  privilege, 
and  sought  his  facts  ''  in  the  more  open  fields  of  science 
and  literature."  ^  His  inferences  from  these  facts 
were  eagerly  hopeful.  "  How  vastly  would  the 
offspring  be  improved,"  he  exclaims,  "  supposing 
distinguished  women  to  be  commonly  married  to 
distinguished  men,  generation  after  generation,  .  .  . 
according  to  rules,  of  which  we  are  now  ignorant, 
but  which  a  study  of  the  subject  would  be  sure  to 
evolve."  *  "  If  a  twentieth  part  of  the  cost  and 
pains  were  spent  in  measures  for  the  improvement 
of  the  human  race  that  is  spent  on  the  improvement 
of  the  breed  of  horses  and  cattle,  what  a  galaxy  of 
genius  might  we  not  create."  •  Half  jocosely,  he 
proposed  the  endowment  of  the  marriages  of,  say, 
ten  pre-eminently  marriageable  couples,  chosen  out 
of  the  whole  nation,  after  an  enUghtened  examination, 
on  the  basis  of  their  qualifications  for  parenthood. 
Seriously,  he  expressed  the  belief  that  if  the  importance 
of  race  improvement  were  recognized,  and  if  the 
theory  of  heredity  were  understood,  some  way  would 
be  found  to  carry  the  improvement  into  effect.*    The 

1  MacmlllAn's  Maculne,  toI.  xU,  p.  161.  *  Ibid.,  p.  164. 

>  Ibid.,  p.  166.  «  Ibid.,  p.  320. 
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articles  were  essentially  sanguine,  —  enthusiastic 
sketches  of  what  might  result  from  the  spread  of  their 
new  idea. 

Four  years  later  these  preliminary  sketches  developed 
into  a  book,  —  Hereditary  Genius,  published  in  1869. 
The  main  thesis,  that  great  ability  is  hereditary,  is 
here  substantially  unaltered;  supported,  now,  by 
abundant  genealogical  material,  which  nearly  fills 
the  book  with  pedigrees  of  judges,  statesmen,  the 
English  peerage,  commanders,  literary  men,  men  of 
science,  poets,  musicians,  painters,  divines,  the  senior 
classics  of  Cambridge,  —  even  oarsmen  and  wrestlers, 
as  examples  of  the  abihty  of  the  muscles  rather  than 
of  the  mind.  But  if  the  theme  is  in  the  main  the  same, 
the  manner  of  presentation  is  notably  changed.  Gal- 
ton's  characteristic  originality  of  thought  is  reinforced 
by  his  equally  characteristic  attention  to  scrupulous 
precision  of  method.  The  quantitative  treatment, 
which  he  has  since  called  ''  actuarial,"  marks  the 
work,  opening  the  way  for  much  of  the  more  recent 
mathematical  analysis  of  heredity  problems.  One 
finds  a  nice  classification  of  the  grades  of  ability; 
an  ingenious  notation;  and  the  especially  significant 
introduction  of  the  law  of  deviation  from  an  average  — 
suggested,  as  it  appears,  by  Quetelet's  Lettres  aur 
la  th^orie  des  probabilit^s,  and  so  applied,  in  deter- 
mining the  normal  frequency  of  the  occurrence  of 
distinguished  talent,  that  the  exceptional  proportion 
of  eminent  men  among  the  sons  of  eminent  fathers 
mathematically  demonstrates  exceptional  recurrence 
of  ability.  The  natural  consequence  of  such  careful 
method  is  a  more  guarded  attitude  with  reference 
to  putting  into  practice,  for  ends  of  social  reform, 
the  principles  just  restated  and  reaffirmed.  Yet  the 
enthusiasm  of  the  magazine  articles  may  well  have 
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been  less  eloquently  convincing  of  the  possibility  of 
such  reform  than  the  book's  impressive  chapter  on 
Influences  that  Aflfect  the  Natural  Ability  of  Nations. 
For  in  this  the  appeal  is  not  merely  to  fanciful  influences 
which  might  be  exerted,  but  to  the  actual  modifica- 
tions of  human  quality  which  stand  recorded  in  history, 
or  work  themselves  out  in  the  common-place  happen- 
ings of  our  own  every  day.  Celibacy  of  the  intellectual 
classes  is  condemned  anew;  the  cloisters  and  nunneries 
of  the  Middle  Ages  and  the  academic  celibacy  of 
present  times  alike  are  proven  apt  means  to  the  elimina- 
tion of  superior  intellect.  The  irreparable  debase- 
ment of  type  which  followed  the  course  of  the 
Inquisition  in  Spain  —  a  topic  already  touched  upon 
by  Lyell  in  his  Principles  of  Geology  ^  —  yields  a  germane 
and  telling  argument.  Less  dramatic  tho  perhaps 
more  important  is  the  lesson  drawn  from  a  suggestion 
of  four  years  before,  here  developed  into  a  classic 
demonstration,  that  the  social  group  or  nation  within 
which  the  interval  between  generations  is  relatively 
long  will  be  outnumbered  and  overcome,  through 
mere  inferiority  of  increase.  But  it  is  impossible 
adequately  to  summarize  a  book  of  which  Charles 
Darwin  wrote,  "  I  do  not  think  I  ever  in  all  my  life 
read  anything  more  interesting  and  original."  ^  The 
book  is  too  characteristic  for  summary  —  too  full  of  the 
personality  of  a  great  thinker.  At  best  this  bare  re- 
view of  its  method,  its  data,  and  its  conclusions  will 
show  that  Galton's  first  essajrs  in  the  subject  he  was 
later  to  call  eugenics  had  greatly  expanded.  They  had 
in  fact  grown  to  the  magnitude  of  a  master-work,  which 
has  served  as  a  point  of  departure  for  his  own  later 
writing?  and  for  most  of  the  work  of  others  in  the  field 
which  he  had  thus  marked  out. 

>  lOth  Ed.,  1868.  toL  U.  p.  489.  *  Gkdtcm,  Memories  of  My  Life,  p.  290. 
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A  second  pioneer  of  eugenics  had  been  revealed, 
during  the  interval  between  the  appearance  of  Galton's 
magazine  articles  and  the  publication  of  Hereditary 
Genius,  in  the  person  of  William  Rathbone  Greg, 
aheady  for  years  a  well-known  writer  on  economic 
and  political  subjects.  Philanthropic  in  sympathies 
and  fair  in  presentation,  Greg  was  chiefly  distinguished 
by  an  attitude  of  keen  prophetic  criticism  of  the 
tendencies  of  his  time,  and  felt  a  probably  undue 
concern  at  the  increase  of  democratic  and  popular 
influence  in  public  affah^.  So  it  was  that  he  became 
aware  of  the  menace  of  adverse  selective  influences 
working  through  the  unequal  rates  of  increase  of  dif- 
ferent elements  in  the  population,  and  wrote,  quite 
independently,  and  in  ignorance  of  Galton's  kindred 
writings,^  a  brilliant  article,  "  On  the  Failure  of  '  Na- 
tural Selection  '  in  the  Case  of  Man,"  which  was  pub- 
lished in  Fraser's  Magazine  for  September,  1868, 
and,  with  slight  alteration,  became  the  chapter  on 
Non-Survival  of  the  Fittest  in  a  subsequent  book,  — 
Enigmas  of  Life.*  For  races  and  nations,  he  argued, 
the  principle  of  the  sm^val  of  the  fittest  holds  good; 
but  as  regards  individuals  "  the  indisputable  efifect 
of  the  state  of  social  progress  and  culture  we  have 
reached  ...  is  to  counteract  and  suspend  the 
operation  of  that  righteous  and  salutary  law.  ..."  * 
We  keep  alive  the  weak  and  defective;  by  our  in- 
stitution of  property  we  subsidize  and  perpetuate 
the  incompetency  which  may  inherit  but  could  not 
produce.  The  rich  and  the  poor,  disadvantaged  by 
opposite  extreme  circumstances  of  excess  and  priva- 
tion, propagate  freely.  The  prudent  members  of  the 
intermediate   class,    "  most   qualified   and    deserving 

1  Gf.  GreCf  Enigmas  of  Life,  p.  115.  >  London,  1872. 

>  Fnnr's  MacmIdb,  voL  Izxvlil,  p.  356. 
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to  continue  the  race,  are  precisely  those  who  do  so 
in  the  scantiest  measure."  ^  In  a  noteworthy  passage 
Gp^  outlines  a  Utopian  reversal  of  prevailing  condi- 
tions: 

A  republic  is  caneewcible  in  which  paupers  should  be  forbidden  to 
propagate;  in  which  all  candidates  for  the  proud  and  solemn 
piivil^lB  of  continuing  an  imtainted  and  perfecting  race  should 
be  subjected  to  a  pass  or  a  competitive  examination,  and  those 
only  be  suffered  to  transmit  their  names  and  families  to  futiure 
generations  who  had  a  pure,  vigorous,  and  well-developed  consti- 
tution to  transmit.  .  .  .  But  no  nation  —  in  modem  times  at 
least  —  has  ever  yet  approached^  this  ideal;  no  such  wisdom  or 
virtue  has  ever  been  found  except  in  isolated  individual  instances. 
.  .  .  The  face  of  the  leading  peoples  of  the  existing  world  is  not 
even  set  in  this  direction  —  but  ratiier  the  reverse."* 

However,  Greg  was  no  Utopian.  To  him  this  artificial 
imposition  of  eugenic  conditions  seemed  obviously 
impracticable,  and  its  object  perhaps  not  worth  the 
cost.  Hope  was  from  within.  "  We  can  only  trust 
to  the  slow  influences  of  enUghtenment  and  moral 
susceptibility,  percolating  downwards  and  in  time 
permeating  all  ranks.  We  can  only  watch  and  be 
careful  that  any  other  influences  we  do  set  in  motion 
shall  be  such  as,  when  they  work  at  all,  may  work 
in  the  right  direction."  * 

t  n»id.,  m.  de(>-36i. 

1  In  Knlgm—  of  Life  the  pMngo  (pp.  112-113)  md«  **  approached  or  aimed  at." 

*  Fraaer's  Magailne,  vol.  bacvUi,  pp.  861-362. 

•  Ibid.,  p.  362.  A  fusillade  of  oomments  followed  the  publication  of  Greg's  artlole. 
On  the  whole,  however,  they  were  unimportant.  In  the  columns  of  the  Spectator  two 
or  three  contributions  turned  the  discussion  aside  into  the  subject  of  the  superior  moral 
elevation  which  results  from  such  modifications  of  the  selective  process  as  Greg  had 
dlsapptoved.  A  reviewer  in  the  Quarterly  Journal  of  Science  (vol.  vi,  pp.  152-153; 
London,  January,  1860)  dlsmlwwfd  Greg's  argument  as  fallacious  on  the  ground  that 
among  ctviliaed  men  the  struggle  for  existence  is  between  social  groups  and  not  between 
tadtvldoals.  Much  the  same  answer  was  given  by  E.  Ray  Lankester  in  his  essay  On 
Comparative  Longevity  In  Man  and  the  Lower  Animals  (London,  1870;  pp.  128-129, 
Bote).  Lawaon  Tait,  in  the  Dublin  Quarterly  Journal  of  Medical  Science  (vol.  zlvU, 
pp.  102-113;  February,  1869),  discussed,  with  more  freshness  of  view,  the  implication 
that  the  work  of  phsrsidans  in  curing  disease  only  favored  degeneration  of  the  race  by 
praloBglng  the  lives  of  inferior  Individuals. 
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Still  a  third  distinguished  personage  definitely 
entered  into  the  discussion  of  race  improvement  when 
Darwin  at  this  time  incorporated  a  passage  on  Natural 
Selection  as  affecting  Civilised  Nations  into  his  Descent 
oj  Man,  published  in  1871  —  two  years  after  Heredi- 
tary Genius  and  a  year  before  Enigmas  of  Life.  His 
discussion  is  not  highly  original:  he  states  ^  that  most 
of  his  remarks  are  taken  from  Greg,  Wallace,^  and 
Galton.  But  it  is  interesting  to  note  how  far  the 
author  of  the  principle  of  natural  selection  adopts 
into  his  own  thought  the  ideas  which  his  thought  had 
provoked.  Moreover,  in  at  least  one  point  he  appears 
to  differ  with  Galton:  his  emphasis  on  the  superior 
selective  importance  of  slight  variations  contrasts 
rather  sharply  with  Galton's  primary  concern  for 
exceptional  abiUty.'  He  appreciates,  too,  that  agencies 
of  favorable  as  well  as  of  unfavorable  selection  are 
normally  in  operation.  Malefactors  are  executed  or 
confined.  Suicide  and  violence  eliminate  some  de- 
fective or  unruly  individuals.  Profligacy  sterilizes 
itself  by  disease.  Ability  favors  the  support  of  a 
family.  Yet  if  these  and  other  factors,  recognized 
or  as  yet  unknown,  "  do  not  prevent  the  reckless,  the 
vicious,  and  otherwise  inferior  members  of  society 
from  increasing  at  a  quicker  rate  than  the  better  class 
of  men,  the  nation  will  retrograde,  as  has  occurred 
too  often  in  the  history  of  the  world."* 

Two  years  later  Galton  was  heard  from  again.  In 
an    essay    on    "  Hereditary    Improvement,"    printed 

»  Vol.  I,  p.  168. 

I  The  Origin  of  Haman  Races  and  the  Antiquity  of  Man  deduced  from  the  theory 
of  Natural  SeleoUon.    Anthropologloal  Review,  vol.  11,  pp.  dvUl-dn,  1864. 

*  *'  In  the  caae  of  corporeal  atruoturee,  it  is  the  selection  of  the  sUghtly  better- 
endowed  and  the  elimination  of  the  sUghtly  less  well-«ndowed  Individuals,  and  not  the 
preservation  of  strongly-marked  and  rare  anomalies,  that  leads  to  the  advancement 
of  a  spedes.    So  it  will  be  with  the  intellectual  faoulUes.  .  .  ."     (Vol.  1.  p.  172.) 

•  VoL  i,  p.  177. 
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in  Fraser's  Magazine  for  January,  1873,  he  maintained 
"  that  it  is  feasible  to  improve  the  race  of  man  by  a 
system  which  shall  be  perfectly  in  accordance  with 
the  moral  sense  of  the  present  time."  ^  As  the  founda- 
tion of  this  syst^n  he  aimed  ''  to  build  up  ...  a 
sentiment  of  caste  among  those  who  are  naturally 
gifted/'  and  thus,  within  each  e;xisting  social  group, 
to  draw  together  in  the  soUdarity  of  a  new  and  ex- 
clusive class  consciousness  the  individuals  of  greatest 
merit  for  what  he  now  tentatively  called  '*  viriculture."* 
The  achievement  of  this  result  must  come  gradually. 
However  familiar  the  view  had  become  that  the  arti- 
ficial disposition  of  wealth,  the  destructive  action 
of  town  life  upon  the  ablest  stock,^  and  the  many  other 
unfavorable  influences  of  civiUzation,  were  working, 
through  heredity,  for  human  degeneration,  Galton  did 
not  expect  his  scheme  ''  to  flourish  until  the  popular 
belief  shall  have  waxed  several  degrees  warmer."  * 
But  intelligence  and  a  religious  sense  of  duty  were 
alike  urgent  that  a  beginning  be  made. 

I  propose  as  the  fiist  step,  and  the  time  is  nearly  ripe  for  it,  that 
some  society  should  undertake  three  scientific  services:  the  first, 
by  means  of  a  moderate  number  of  influential  local  agencies,  to 
Institute  amUnuoua  enquiries  into  the  facts  of  human  heredity; 
the  second,  to  be  a  centre  of  information  on  heredity  for  breeders 
of  animals  and  plants;  and  the  third  to  discuss  and  classify  the 
facts  that  were  collected.* 

Primary  reliance  was  thus  placed  on  the  increase  and 
diffusion  of  scientific  knowledge  with  the  confident 
expectation  that  if  once  the  populace  were  convinced 
of  the  import  of  heredity,   "  quite  as  many  social 

1  Vnmn'B  MagMliie.  N.  8.,  vol.  vU,  p.  116.  *  Ibid.,  i>.  119. 

*  Cf.  Gttlton*8  contemporary  paper  on  The  Relative  SuppUei  from  Town  and 
OooBtnr  Famlllee  to  the  Population  of  Future  Generatlona,  Journal  of  the  Royal 
etatltleal  Sodely.  toL  bovI,  pp.  10-36,  Mareh,  187d. 

*  Vnmn't  Macaiiiie,  N.  &,  vol.  vU,  p.  123.  >  Ibid.,  p.  134. 
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influences  as  are  necessary  will  become  directed  to 
obtain  the  desired  end."  ^ 

Thus  far  the  forerunners  of  eugenics  had  been 
Englishmen;  but  in  this  same  year  1873  an  important 
contribution  came  from  the  Continent  in  the  Histaire 
des  sdences  et  des  savants^  by  a  distinguished  Swiss 
botanist,  the  younger  Alphonse  de  Candolle.  This 
book,  like  Hereditary  Genius,  is  based  on  the  results 
of  an  inquiry  into  the  relationships  of  eminent  men. 
But  de  Candolle  confined  his  attention  to  men  of  science, 
and  took  for  his  criterion  of  eminence  membership 
in  the  leading  honorary  scientific  societies.  Cases 
of  the  close  relationship  of  these  scientists  he  found 
strikingly  frequent.  Yet  his  conclusions  were  not 
altogether  in  accord  with  the  conclusions  of  Galton: 
in  fact,  at  first  sight  they  seem  flatly  contradictory. 
To  heredity,  properly  speaking,  he  attributed  little 
effect  except  in  the  case  of  the  mathematical  sciences.' 
The  preponderant  influences  appeared  to  be  education 
and  the  example  and  counsel  of  the  distinguished 
parents.*  But  closer  examination  of  what  is  meant 
bj*^  "  heredity  properly  speaking "  shows  that  de 
Candolle  was  more  in  harmony  with  Galton  than  might 
have  been  supposed.  Outside  of  the  talent  for  math- 
ematics he  believed,  to  be  sure,  that  specialized 
ability  is  but  sUghtly  hereditary.    Celebrity,  which 

i  IblcL,  p.  125.  At  the  dose  of  the  article  Galton  unluoklly  Indulged  In  a  vtalon  of 
the  ultimate  remilte  of  hia  project.  HIb  pictiue  of  a  class  of  the  praised  and  privileged 
fit,  superposed  on  a  population  of  the  rejected,  is  one  which  we  may  rejoice  to  believe 
impossible,  as  well  as  unjustified  by  an  intelligent  interpretation  of  the  forces  which 
he  would  set  at  work.  If  this  forecast  be  Ignored,  the  article  agrees  in  large  measure 
with  the  best  eugenic  opinion  of  the  present  day. 

*  Histoire  des  sciences  et  des  savants  depuis  deux  siteles  sulvie  d'autres  ^udes  sur 
des  Bujets  sdentifiques,  en  partioulier  sur  la  sAectlon  dans  I'espdce  humatne.  Geneva, 
1878. 

*  Cf .  pp.  107-108.    This  and  subsequent  ottetions  refer  to  the  first  edition. 

*  P.  101. 
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impUes  both  particular  aptitude  and  favorable  cir- 
cumstanceSy  is  still  less  controlled  by  heredity.^  But 
generalized  capacity,  and  especially  general  moral 
character,  are  undoubtedly  inherited. 

Ce  n'est  pas,  oomme  on  voit,  nier  Tinfluence  de  Th^r^dit^,  c'est  la 
r^uire  ^  quelque  chose  de  tr^s-g6n6ral,  compatible  avec  la  liberty 
de  rindividu,  et  pouvant  fl^chir  ou  ae  modifier  suivant  toutes  les 
influenoes  subs^quentes  dont  Faction  aiigmente  &  mesure  que 
Tenfant  devient  homme.^ 

Plamly  de  Candolle  was  less  convinced  of  the  inheritance 
of  genius  than  Galton  had  been.  In  fact,  he  expressly 
criticised  the  extreme  conclusions  which  Galton  drew.' 
Yet  he  believed  sufficiently  in  the  heredity  of  human 
qualities  to  consider  the  possibihty  of  improvement 
by  artificial  selection  and  to  remark  the  appearances 
of  d^eneration  due  to  selective  causes  like  war,  medi- 
cine, and  unequal  increase  of  rich  and  poor,  which  con- 
serve the  worse  rather  than  the  better  types.  But 
altho  he  thus  discussed  artificial  selection,  he  conceived 
it  to  be  for  practical  purposes  non-existent  or  illusory: 
marriages  of  the  unfit  can  hardly  be  prevented;  or, 
if  they  are  in  form  prevented,  they  are  likely  to  give 
way  to  illegitimacy.  The  influence  of  law  or  of  re- 
ligion he  did  not  deny,  but  he  classed  it  with  the  factors 
of  natural,  and  not  of  artificial,  selection.  Thus, 
tho  he  seemed  inclined  to  beUttle  both  the  power  of 
heredity  and  the  means  by  which  others  hoped  it  might 
be  made  preponderatingly  a  power  for  good,  his  skepti- 
cism in  each  case  was  less  extreme  in  reaUty  than  in 
appearance. 

The  reaction  of  de  Candolle's  views  upon  the  work 
of  Galton  was  immediate  and  unmistakable.  A  brief 
article  "  On  the  Causes  which  operate  to  create  Scien- 

tP.sn.  tP.lO?.  *  Of.,  e.g.,  pp.  248.  281.  880. 


Digitized  by  VjOOQ  IC 


14  QUARTERLY  JOURNAL  OF  ECONOMICS 

tific  Men,"  which  Galton  contributed  to  the  Fortnightly 
Review  for  March  1,  1873,^  was  in  efifect  a  review 
of  the  Histoire  des  sciences  et  des  savants.  "  I  pro- 
pose," he  wrote  on  this  occasion,  "  to  consider  M. 
de  Candolle  as  having  been  my  ally  against  his  will, 
notwithstanding  all  he  may  have  said  to  the  contrary." 
But  Galton  was  not  satisfied  merely  to  contend  in  a 
review  that  de  Candolle's  work  was  an  argument 
more  telling  than  its  author  had  known  in  favor  of 
the  inheritance  of  abihty.  Characteristically  he  set 
about  further  investigations  of  his  own.  Convinced 
that  a  more  minute  study  of  the  antecedents  of  scien- 
tific men  would  establish  the  superior  importance 
of  heredity  as  contrasted  with  education,  he  prepared 
a  searching  questionnaire  which  he  sent  to  180  scien- 
tists of  reputation.  The  results  of  his  study  of  more 
than  a  hundred  replies  were  published  the  following 
year  in  his  book  entitled  English  Men  of  Science: 
their  Nature  and  Nurtured  In  form  this  compilation 
is  reminiscent  of  the  descriptive  chapters  in  Hereditary 
Genius:  a  careful  and  circumstantial  statement  of 
the  relationships  of  the  eminent  men  under  investi- 
gation, amplified  by  a  correspondingly  minute  scrutiny 
of  any  influences  of  experience  and  training,  as  well 
as  of  ancestral  qualities,  which  might  explain  the 
pecuUarity  of  scientific  tastes  and  abihties.  The 
result,  in  Galton's  mind,  was  further  affirmation  of 
the  supremacy  of  nature  over  nurture'  —  of  inheri- 
tance over  training  —  so  far  as  the  two  are  separable. 
"  I  am  confident,"  he  wrote,  in  the  preface,  "  that 
one  effect  of  the  evidence  here  collected  will  be  to 

X  N.  S.,  Tol.  xUl  (O.  S.  Jdz),  pp.  345-351.  *  London,  1874. 

*  *'  Nature  Is  all  that  a  man  bilngB  with  himoelf  Into  the  world;  nurture  Is  evecy 
Influence  from  without  that  affects  him  after  his  birth  "  (p.  12).  The  distinction 
between  nature  and  nurture  had  already  been  made  In  the  article  of  1873  on  Hereditary 
Improvement,  p.  116. 
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strengthen  the  utmost  claims  I  ever  made  for  the 
recognition  of  the  importance  of  hereditary  influence."  ^ 

One  decade  had  produced  all  these  writings.  Clearly, 
the  b^innings  of  eugenics  were  congenial  to  the  thought 
of  that  period.  Yet  what,  was  written  seems  to  have 
been  often,  as  in  the  cases  of  Darwin  and  Greg,  an 
episode,  brilliant  but  without  direct  continuance,  in 
the  course  of  other  work.  Apparently  demonstration 
of  selective  influences  reacting  on  the  quality  of  the 
population  seemed  for  the  time  rather  to  stimulate 
the  new  taste  for  biological  speculation  than  to  appeal 
strongly  to  persons  practically  concerned  with  himian 
degeneracy  or  with  measures  of  hiunan  improvement. 
"  Popular  feeling  was  not  then  ripe  to  accept  even 
the  elementary  truths  of  hereditary  talent  and  char- 
acter, upon  which  the  possibility  of  Race  Improvement 
depends.  Still  less  was  it  prepared  to  consider  dis- 
passionately any  proposals  for  practical  action."  * 
Even  Galton,  whose  long  span  of  consistent  intellectual 
activity  is  the  closest  link  between  that  early  outburst 
of  eugenic  ideas  and  the  reawakened  eugenic  movement 
of  the  present,  ''  laid  the  subject  wholly  to  one  side 
for  many  years."  * 

The  interim  between  1874  and  1901  was,  however, 
too  prolonged  to  pass  without  some  new  evidence 
of  Galton's  interest  in  eugenics.  During  this  period 
he  published,  among  other  works.  Inquiries  into  Human 
Faculty  and  its  Development  (1883),  and  Natural 
Inheritance  (1889).  Each  has  an  important  bearing 
on  his  later  writing. 

The  Inquiries  iriio  Human  Faculty  gave  eugenics 
its  name. 

>  pp.  Tl-TlL  *  Gftlton,  Memortea  of  My  Life,  p.  810. 

«  Ibid..  i>.  310. 
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.  .  .  We  greatly  want  a  brief  word  to  express  the  science  of  im- 
proving stocky  which  is  by  no  means  confined  to  questions  of  judi- 
cious mating,  but  which,  especially  in  the  case  of  man,  takes  cog- 
nisance of  all  influences  that  tend  in  however  remote  a  degree  to 
give  to  the  more  suitable  races  or  strains  of  blood  a  better  chance 
of  prevailing  speedily  over  the  less  suitable  than  they  otherwise 
would  have  had.  The  word  eugenica  would  sufficiently  express 
the  idea;  it  is  at  least  a  neater  word  and  a  more  generalised  one 
than  vvricuUuref  which  I  once  ventured  to  use.^ 

Nor  was  this  coining  of  a  term  the  only  conspicuous 
contribution  to  eugenics  which  the  book  contained. 
For  Galton  here  reiterated  his  belief  "  that  human 
eugenics  will  become  recognised  before  long  as  a  study 
of  the  highest  practical  importance  ";  *  he  considered, 
in  a  passage  more  interesting  for  its  doubts  than  for 
its  conclusions,  the  menace  of  loss  of  stamina  through 
close  breeding  of  human  strains; '  and  he  maintained 
the  possibiUty  of  some  system  of  marks  for  ancestral 
and  personal  merit,  on  the  basis  of  which  endowments, 
portions,  or  adoption  might  be  made  available  for 
persons  of  meritorious  stock.**  Finally,  in  the  closing 
words  of  the  book,*  he  foreshadowed  the  religious 
sanction  for  eugenic  conduct  which  has  characterized 
some  of  his  most  recent  statements  of  eugenic  prin- 
ciples/ 

Natural  Inheritance  was  essentially  a  study  of  the 
general  biological  principles  of  heredity.  Altho  phe- 
nomena of  human  inheritance  were  largely  utilized 
in  it  as  material  for  investigation,  its  scope  was  broader 
than  the  specific  application  of  the  principles  it  thus 
derived.    It  dealt  not  so  much  with  eugenics  as  with 

1  Inquiries  into  Human  Faculty,  p.  24,  note.  For  the  word  vlrioulture,  ef. 
above,  p.  11. 

s  Ibid.,  p.  44.  *  Ibid.,  pp.  805-307. 

«  Ibid.,  p.  327,  £F.  *  Ibid.,  p.  337. 

•  Cf.  eqMOlally,  Sodolosloal  Papen,  London,  1004.  p.  60,  and  1906,  pp.  62-^. 
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the  foundations  of  eugenics.  But  it  has  left  a  lasting 
mark  on  subsequent  eugenic  discussion  because  of  the 
new  lengths  to  which  it  carried  the  mathematical 
method  of  analysis  in  heredity  problems  —  the  method 
which^  outlined  in  Hereditary  Genius  and  latterly 
elaborated  by  the  biometricians,  has  iavolved  its 
followers  with  the  followers  of  Mendel  in  a  spirited 
and  possibly  momentous  controversy. 

A  reawakening  of  interest  in  eugenics  was  heralded, 
on  the  eve  of  the  present  century,  by  Professor  Karl 
Pearson's  vigorous  lecture  on  '^  National  Life  from  the 
Standpoint  of  Science,"  delivered  at  Newcastle,  No- 
vember 19,  1900.  The  message  of  this  lecture  was 
primarily  the  answer  which  recent  studies  of  heredity 
had  given  to  those  who  concerned  themselves  with 
problems  of  national  welfare:  the  nation  is  an  organism 
in  struggle  to  survive,  and  its  success  in  that  struggle 
depends  on  the  strong  increase  of  the  best  elements 
of  its  population.  An  old  truth  this  may  be;  but 
it  could  still  bear  repeating  at  a  time  when  the  lecturer 
was  led  to  say:  ''  I  fear  our  present  economic  and 
social  conditions  are  hardly  yet  ripe  "  for  the  movement, 
urged  by  Galton,  to  make  ''  men  and  women  feel  the 
importance  of  good  parentage  for  the  citizens  of  the 
future."  *  Moreover,  the  truth  was  put  bluntly,  in 
an  attempt  to  impress  it  upon  the  newly  sensitive 
minds  of  the  British  people,  aroused  at  that  time, 
by  the  course  of  events,  to  a  questioning  of  the  state 
of  their  national  power. 

The  time,  indeed,  appears  to  have  been  unusually 
favorable  to  the  reception  and  spread  of  such  teachings. 
The  shock  of  the  reverses  in  South  Africa,  by  which, 
throughout  England,  spirits  ''were  depressed  in  a 
manner  probably  never  before  experienced  by  those 

i  Nttdonal  Ilfo  from  thA  Standpoint  of  Selenoe,  Londmi,  1901,  p.  26. 
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of  our  countrymen  now  living  "  ^  was  "  more  or  less 
directly  "  *  the  reason  for  Professor  Pearson's  choice 
of  his  topic.  "  I  have  endeavoured  to  place  before 
you  a  few  of  the  problems  which,  it  seems  to  me,  arise 
from  a  consideration  of  some  of  our  recent  difficulties 
in  war  and  in  trade." '  England,  in  manufacture 
and  commerce  as  in  war,  had  shown  ''  a  want  of  brains 
in  the  right  place."  *  But  lack  of  phjrsique  as  well 
as  lack  of  brain  was  causing  apprehension,  as  evidenced 
later  by  the  appointment  (September  2,  1903)  of  an 
Inter-Departmental  Committee  on  Physical  Deteriora- 
tion "  to  make  a  preliminary  enquiry  into  the  allega- 
tions concerning  the  deterioration  of  certain  classes 
of  the  population  as  shown  by  the  large  percentage 
of  rejections  for  physical  causes  of  recruits  for  the 
Army  and  by  other  evidence,  especially  the  Report 
of  the  Royal  Commission  on  Physical  Training  (Scot- 
land) "  —  which  had  been  created  the  year  before. 
Subsequently  the  Committee  was  further  instructed 
"  to  indicate  generally  the  causes  of  such  physical 
deterioration  as  does  exist  in  certain  classes,  .  .  . 
and  to  point  out  the  means  by  which  it  can  be  most 
effectually  diminished."  Probably  the  public  had 
been  prepared  for  notions  of  degeneracy  in  some  parts 
of  the  population  by  the  epoch-making  investigations 
of  Charles  Booth  in  London  —  investigations  which 
were  just  then  culminating,  after  a  duration  of  more 
than  a  decade.  Finally,  it  was  not  without  significance 
that  the  school  of  biologists  who  stood  for  quantitative 
studies  by  means  of  the  technique  of  modem  mathe- 
matical statistics,  and  among  whom  Galton  was  a 
recognized  leader,  signalized  their  growing  solidarity 
and  influence  by  establishing  in  October,  1901,  their 

>  Ibid.,  p.  0.  •  IbkL,  p.  18. 

*  Ibid.,  p.  60.  «  Ibid.,  p.  80. 
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journal  ''  Biometrika/'  which,  from  the  tune  of  its 
initial  number,  has  published  many  articles  bearing 
more  or  less  directly  upon  eugenics. 

In  this  same  month  of  October,  1901,  Galton  delivered 
the  Huxley  Lecture  of  the  Anthropological  Institute 
of  Great  Britain  and  Ireland,  and  returned  to  the 
field  of  eugenics  by  taking  as  his  subject  for  the  lecture 
"  The  Possible  Improvement  of  the  Human  Breed, 
under  the  Existing  Conditions  of  Law  and  Sentiment.'^ 
He  echoed  on  this  occasion  the  opinions  which  had 
marked  his  earlier  utterances,  putting  them,  however, 
in  the  mathematical  form  of  his  intervening  work. 
He  laid,  as  usual,  special  stress  on  the  importance 
of  increasing  the  productivity  of  the  best  stock,  rather 
than  repressing  the  worst;  and  he  outlined,  conserva- 
tively, possible  means  to  that  end,  in  economic  aid, 
honors,  and  a  sort  of  reUgious  enthusiasm.^  Of  especial 
interest  was  his  comment  on  previous  apathy. 

My  subject  .  .  .  has  not  hitherto  been  approached  along  the 
ways  that  recent  knowledge  has  laid  open,  and  it  occupies  in  con- 
sequence a  less  dignified  position  in  scientific  estimation  than  it 
mi^t.  It  is  smiled  at  as  most  desirable  in  itself  and  possibly 
worthy  of  academic  discussion,  but  absolutely  out  of  the  question 
as  a  practical  problem.  My  aim  in  this  lectm«  is  to  show  cause 
for  a  different  opinion.' 

To  the  future  he  looked  with  hopefulness  balanced 
by  his  usual  good  sense: 

But  the  first  and  pressing  point  is  to  thoroughly  justify  any  crusade 
at  all  in  favor  of  race  improvement.  More  is  wanted  in  the  way 
of  unbiased  scientific  inquiry  ...  to  make  every  stepping-stone 
safe  and  secure,  and  to  make  it  certain  that  the  game  is  really  worth 
tibe  candle.  All  I  dare  hope  to  effect  by  this  lecture  is  to  prove 
that  In  seeking  for  the  improvement  of  the  race  we  aim  at  what 

1  Nature,  toL  Ldv,  pp.  663-eM,  also,  Aimiial  Beport  of  thA  Smlthflonlaii  iDftlta- 
tion  for  1901,  p.  534. 

*  Nature,  vol.  bdv,  p.  660.  Rep.  Smltheon.  Inet,  1901,  p.  528. 
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18  apparently  possible  to  accomplish,  and  that  we  are  justified  in 
following  every  path  in  a  resolute  and  hopeful  spirit  that  seems  to 
lead  toward  that  end.  The  magnitude  of  the  inquiry  is  enormous, 
but  its  object  is  one  of  the  highest  man  can  accomplish.  The 
faculties  of  future  generations  will  necessarily  be  distributed  accord- 
ing to  laws  of  heredity,  whose  statistical  effects  are  no  longer  vague, 
for  they  are  measured  and  expressed  in  formulae.^ 

Such  was  Galton's  reaflSrmation  of  faith  in  eugenics, 
after  years  of  work  which  had  borne  to  it  only  a  "  silent 
reference."  *    Since  this  Huxley  Lecture,  partly  because 
of  the  receptivity  of  the  pubUc  mind,  partly  no  doubt 
through  the  collaboration  of  able  scientists  in  allied 
studies,  eugenics  has  made  progress.    "  Now,"  wrote 
Galton,  in  his  autobiography  (1908),  "  I  see  my  way 
better,  and  an  appreciative  audience  is  at  last  to  be  had, 
though  it  be  small."    To  this  audience  he  repeatedly 
addressed  himself:    the  extent  of  his  activity  during 
his  last  ten  years  quite  precludes  any  attempt  at  this 
point  to  give  each  of  his  publications  separate  mention. 
Three  papers  only,  delivered  and  discussed  before  the 
Sociological  Society,  are  chosen  for  special  comment 
here. 

The  first  of  these  papers,  read  May  16,  1904,  bore 
the   title:     "Eugenics:    Its    Definition,    Scope,    and 
Aims."    "  Eugenics,"  as  then  defined,  "  is  the  science 
which  deals  with  all  influences  that  improve  the  inborn 
qualities  of  a  race;  also  with  those  that  develop  them 
to  the  utmost  advantage."  *    But  in  what  followed, 
as  in  most  discussions  of  eugenics,  only  the  improvement 
of  inborn   qualities  was   considered.     "  The   aim    of 
eugenics  is  to  bring  as  many  influences  as  can    be 
reasonably  employed,  to  cause  the  useful  classes    in 
the  conmiunity  to  contribute  more  than  their    pro- 

>  Nature,  vol.  Iziv,  p.  664.  Rep.  SmithBon.  Inst.,  1901,  p.  538. 
s  Nature,  vol.  Ldv.  p.  669.  Rep.  Smlthson.  Inst..  1901,  p.  &23. 
«  Sociological  Papen.  1904,  p.  46. 
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portion  to  the  next  generation.^  To  the  question 
thence  arising  —  what  influences  can  be  reasonably 
employed  ?  —  came  the  answer  which  has  taken 
rank  as  an  authoritative  scheme  of  eugenic  activity.* 

The  course  of  procedure  that  lies  within  the  functions  of  a 
learned  and  active  Society ,  such  as  the  Sociological  may  become, 
would  be  somewhat  as  follows:  — 

1.  Dissemination  of  a  knowledge  of  the  laws  of  heredity  so 
far  as  they  are  surely  known,  and  promotion  of  their  farther  study. 
Few  seem  to  be  aware  how  greatly  the  knowledge  of  what  may 
be  termed  the  actuarial  side  of  heredity  has  advanced  in  recent 
years.  .  .  . 

2.  Historical  inquiry  into  the  rates  with  which  the  various 
classes  of  society  (classified  according  to  civic  usefulness) '  have 
contributed  to  the  population  at  various  times,  in  ancient  and 
modem  nations.  There  is  strong  reason  for  believing  that  na- 
tional rise  and  decline  is  closely  connected  with  this  influence. 
It  seems  to  be  the  tendency  of  high  civilisation  to  check  fertility 
in  the  upper  classes,  through  nimierous  causes,  some  of  which 
are  well  known,  others  are  inferred,  and  others  again  are  wholly 
obscure.  .  .   * 

3.  Systematic  collection  of  facts  showing  the  circumstances 
under  which  large  and  thriving  families  have  most  frequently 
oiiemated;  in  other  words,  the  conditions  of  Eugenics.  *  .  .  . 

4.  Influences  affecting  Marriage  [i.  e.,  the  influences  of  social 
sanction  or  disapproval,  which  might  be  turned  to  the  service  of 
eugenics]  .  .  . 

5.  Persistence  in  setting  forth  the  national  importance  of 
Eugjenics.  There  are  three  stages  to  be  passed  through.  Firstly 
it  must  be  made  familiar  as  an  academic  question,  until  its  exact 
importance  has  been  understood  and  accepted  as  a  fact;  Secondly 

1  Odd.,  p.  47.  *  Jbld.,  pp.  47-60. 

*  Gslton  WM  careful,  and  for  the  most  part  more  than  ordinarily  sncoeerful,  In 
maintaining  the  dteUnetlon  between  superior  olnniwn  in  a  eugenic  eenae  and  the  conven- 
tlooal  "  upper  rimiwii  "  whoae  position  la  a  matter  of  wealth  or  social  pretensions.  But 
the  dlattnetlon  Is  difficult  to  keep  dear.  For  example.  Qalton's  assumption  that 
abllttj  is  aatiafaotorlly  measured  by  attainment,  would  in  many  oases  identify  ability 
with  the  possession  of  wealth  or  station. 

<  '*  The  latter  class  are  apparently  analogous  to  those  whloh  bar  the  fertility  of 
apedes  of  wUd  animals  in  sdological  gardens."    Slid.,  p.  48. 


*  A  thriving  family,  tentatively  defined,  "  is  one  in  which  the  children  have  gained 
distinctly  superior  positions  to  those  who  were  their  dasa-mates  in  eaily  life.  Families 
may  be  ooasldefed  '  large '  that  contain  not  less  than  three  adult  male  children." 
Ibid.,  p.  48. 
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it  must  be  recognised  as  a  subject  whose  practical  development 
deserves  serious  consideration;  and  Thirdly  it  must  be  introduced 
into  the  national  conscience,  like  a  new  religion.  ...  I  see  no 
impossibility  in  Eugenics  becoming  a  religious  dogma  among 
mankind,  but  its  details  must  first  be  worked  out  sedulously  in 
the  study.  Over-zeal  leading  to  hasty  action  would  do  hami. 
.  .  .  The  first  and  main  point  is  to  secure  the  general  intellectual 
acceptance  of  Eugenics  as  a  hopeful  and  most  important  study. 
Then  let  its  principles  work  into  the  heart  of  the  nation,  who  will 
gradually  give  practical  effect  to  them  in  ways  that  we  may  not 
wholly  foresee. 

After  nearly  a  year^  Galton  again  addressed  the 
Sociological  Society;  not,  as  before,  to  outline  a  eugenic 
system,  but  rather,  in  the  light  of  his  maturer  reflection, 
to  revise  the  former  emphasis  and  to  suggest  paths 
of  further  work.  Under  the  title  of  "  Studies  in 
National  Eugenics,"  in  indicating  some  of  the  work 
to  be  done,  he  touched  newly  on  an  old  project: 

In  some  future  time,  dependent  on  circumstances,  I  look  forward 
to  a  suitable  authority  issuing  Eugenic  certificates  to  candidates 
for  them.  They  would  imply  a  more  than  an  [sic]  average  share 
of  the  several  qualities  of  at  least  goodness  of  constitution,  of 
physique,  and  of  mental  capacity.' 

But  the  idea  to  which  he  gave  most  prominence,  and 
which  received  most  attention  during  the  discussion, 
was  that  of  "  Restrictions  in  Marriage."  •  By  all 
sorts  of  folk-customs,  marriage  relations  throughout 
the  world  are  restricted  and  controlled  as  social  ex- 
pediency directs.  Monogamy,  endogamy,  exogamy, 
the  Australian  marriage-usages,  taboo,  the  prohibited 
degrees,  celibacy  —  all  demonstrate  "  how  powerful 
are  the  various  combinations  of  inmiaterial  motives 
upon  marriage  selection,  how  they  may  all  become 
hallowed  by  religion,  accepted  as  custom  and  enforced 

1  Febniaiy  14, 1906.  s  Sooioloclcal  P4>en.  1906.  p.  17. 

«  Sodologlcal  Papen,  1906,  pp.  3-13. 
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by  law/'  *  "  The  proverbial  '  Mrs.  Grundy '  has 
enormous  influence  in  checking  the  marriages  she 
considers  indiscreet."  *  As  for  the  religious  sanction, 
Galton  was  moved  by  the  discussion  to  append  in  the 
published  report  a  specific  note  on  '^  Eugenics  as  a 
Factor  in  Religion."  *  Thus  the  imperiousness  of 
social  convention  and  the  moral  enthusiasm  of  religious 
belief,  two  motives  that  are  always  with  us,  are  given 
emphatic  recognition  as  potential  forces  of  great  promise 
for  eugenic  reform. 

With  these  parting  instructions  and  renewed  ex- 
pressions of  hopefuhiess,  Galton's  active  efforts  for 
eugenics  may  be  said  to  have  ended.  Almost  until 
his  death,  which  occiured  January  17,  1911,  he  con- 
tinued to  lend  the  cause  the  support  of  his  steady 
interest;  and  on  one  or  two  occasions  he  consented 
to  speak  in  public,  despite  his  advanced  age  of  nearly 
ninety  years.  But  his  main  work  was  done.  He 
had  been  given  the  rare  experience  of  foreseeing  and 
announcing  a  new  branch  of  knowledge  in  advance 
of  his  generation,  and  yet,  tho  he  had  made  his  an- 
noimcement  in  middle  age,  of  living  to  see  a  subsequent 
generation  overtake  his  idea  and  gratefully  adopt 
it.  He  created  eugenics,  named  it,  and  formally  de- 
fined it,  as  "  the  study  of  agencies  tmder  social  con- 
trol that  may  improve  or  impair  the  racial  qualities 
of  futiure  generations,  either  physically  or  mentally.* 

1  IbkL.  p.  12. 

s  Ibid.,  p.  51.  This  remark,  from  GaHon's  reply  to  erltioiun,  was  apparently 
wxtttea  after  the  original  aeeskon. 

«  Ibid.,  pp.  5^58. 

*  Memodee  of  My  Life,  p.  821.  A  later  definition  will  be  found  In  the  form  of  a 
note  to  p.  3  of  Sociological  Papers,  1006:  "  Eugenics  may  be  defined  as  the  sclenoe 
which  deals  with  those  social  agencies  that  Influence,  mentally  or  physically,  the  radal 
qualities  of  future  generations.**  This,  however,  has  been  less  generally  used  than  the 
definttloQ  glren  In  the  text. 
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By  his  own  achievements,  by  the  kindling  influence 
of  his  enthusiasm,  and  by  the  final  gift  of  his  main 
fortune,  he  has  insured  that  the  science  he  founded 
shall  go  on. 

II 

When  once  the  possibilities  of  eugenics  became 
apparent  to  scientific  men,  other  hands  took  up  the 
task  of  investigation  which  Galton,  so  many  years 
before,  had  begun,  in  the  attempt  to  extend  our  working 
knowledge  of  human  heredity. 

Eugenics  is  so  deeply  founded  in  heredity,  historically 
and  logically,  that  much  of  the  biological  literatiure 
of  heredity  may  fairly  be  said  to  fall  within  its  scope. 
Relying  on  the  applicability  of  general  biological 
principles  to  the  particular  case  of  man,  students  of 
social  problems  have  borrowed  from  biology  freely, 
and  often,  it  must  be  feared,  imdiscriminatingly, 
as  in  their  dabblings  in  the  famous  controversy 
over  the  transmission  of  acquired  characters.  But 
the  analogy  of  guinea  pigs  or  sea-urchins  affords  at 
best  an  imsatisfactory  demonstration  of  human  in- 
heritance, and  one  that  has  been  slow  in  prevailing 
against  prejudice  and  misconception,  which  resent 
the  idea  that  human  lives  are  in  a  sense  predetermined, 
or  at  least  limited,  by  physical  endowment  of  body 
and  brain,  much  as  the  Uves  of  other  animals  are. 
Fifty  years  ago,  as  Galton  relates  in  his  memoirs, 
''  most  authors  agreed  that  all  bodily  and  some  mental 
qualities  were  inherited  by  brutes,  but  they  refused 
to*  believe  the  same  of  man."  ^  Despite  the  progress 
of  science  since  then,  one  still  encounters  students 
of  social  problems  who,  finding  that  eugenic  principles 

1  Memories  of  My  Life,  p.  288. 
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discredit  some  favorite  scheme  of  amelioration,  or 
seem  to  make  more  hopeless  the  case  of  the  unfortunate 
among  whom  they  work,  are  fain  to  profess  theh* 
disbelief  in  heredity.  Here,  then,  is  abundant  reason 
for  such  special  and  searching  investigations  as  have 
come  in  the  last  few  years. 

Of  the  recent  developments  in  eugenic  research, 
that  which  most  closely  links  itself  with  Galton's 
inquiries  is  the  work  of  Professor  Karl  Pearson  and 
his  associates.  By  profession  Professor  Pearson  is 
a  mathematician.  Since  1896  he  has  occupied  the 
chair  of  Applied  Mathematics  and  Mechanics  at 
University  College,  London.  But  an  interest  in 
philosophical  problems  and  especially  in  the  theory 
of  evolution  turned  his  attention  to  the  mathematical 
aspects  of  various  biological  phenomena,^  and,  not 
surprisingly,  to  the  methods  of  study  which  Galton's 
Natural  Inheritance  had  proposed.  In  a  series  of 
Mathematical  Contributions  to  the  Theory  of  Evolu- 
tion he  considered  and  revised  the  Galtonian  Law 
of  Ancestral  Heredity,  and  greatly  elaborated  the 
theory  of  frequency  curves  and  correlation  methods, 
extending  their  applications  to  cases  where  the  impossi- 
bility of  exact  quantitative  measurement  had  pre- 
viously made  them  inapplicable,  and  devising  safeguards 
against  biased  errors  in  observation.  Then,  with  the 
new  refinements  of  this  '^  biometric  "  method  at  his 
command,  he  proceeded  to  an  estimate  of  the  influence 
of  heredity  on  human  traits.  Preliminary  investiga- 
tion of  the  inheritance  of  certain  tangible  characters 
of  animals  had  provided  a  measure  of  the  degree  in 
which  such  characters  are  inherited,  expressed  in 
correlation    coefficients    indicating    the    resemblance 

■  For  9mdy  nxMnplf  of  Peanon's  work  In  suoh  subjeots,  cf .  "  Tbe  Chances  of  DoAth 
and  other  StndlM  In  Erolutlon  (1897);  eq;>eciaUy  vol.  1. 
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between  parent  and  progeny,  or  between  two  individuals 
of  common  parentage.  In  the  first  of  two  articles, 
published  in  1903,  ''  On  the  Laws  of  Inheritance  in 
Man,"  1  Professor  Pearson  concluded  that  the  in- 
heritance of  physical  character  in  man  is  more  marked 
than  had  been  supposed:  is  in  fact  as  strong  as  in 
other  animals.  More  impressive  still  was  the  con- 
clusion of  the  second  article,  dealing  with  mental 
and  moral  qualities,  and  showing  them  to  be  inherited 
in  the  same  degree  as  physical  traits.  To  be  sure, 
the  subject  of  this  study  offered  peculiar  difficulties; 
and  the  method  adopted  —  a  study  of  fraternal 
resemblance  as  evidenced  by  the  reports  of  school 
teachers  —  is  open  to  serious  question  on  grounds 
of  bias  in  the  collection  of  the  data.  Yet,  irfter  al- 
lowance for  fallacy  and  error,  the  result  of  the  inquiry 
remained  too  striking  to  be  longer  ignored,  and  still 
fiuiiher  shifted  the  burden  of  proof  toward  those  who 
denied  the  transmissibility  of  mental  endowments. 

Eugenic  investigation  took  on  added  definiteness 
about  a  year  after  the  publication  of  these  papers, 
through  the  generous  interest  of  Francis  Galton, 
who  gave  to  the  University  of  London  funds  to  maintain 
a  fellowship  for  the  promotion  of  the  study  of  "  na- 
tional eugenics."  The  writii^  of  Professor  Pearson 
and  his  followers  had  heretofore  emanated  from  the 
Biometric  Laboratory,  established  by  Professor  Pear- 
son and  the  late  Professor  Weldon  of  Oxford,  at  Uni- 
versity College,  London.  The  authorities  of  the 
University  of  London  now  provided  rooms  and  facilities 
for  the  newly  subsidized  research  in  connection  with 
this  Biometric  Laboratory,  and  Professor  Pearson, 
at  Galton's  request,  assumed  charge  of  the  work. 
The  eugenics  fellowship  was  awarded  first  to  Mr. 

1  Blometrlka.  vol.  U.  pp.  357-462,  and  vd.  Ul,  pp.  131-190. 
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Edgar  Schuster,  and  subsequently  to  Mr.  David 
Heron.  Miss  Ethel  M.  Elderton  was  appointed 
eugenics  scholar.  Other  persons  have  participated 
in  the  investigations,  as  computers,  collaborators, 
and  advisers.  From  the  laboratory  thus  organized  — 
The  Francis  Galton  Laboratory  for  National  Eugenics 
—  came  an  increasing  output  of  interesting  and  often 
important  studies.  Then,  last  spring,  the  will  of 
Sir  Francis  Galton  made  provision  for  further  ex- 
pansion. By  its  terms  a  residual  estate  of  some 
£45,000  is  left  to  the  Univ^sity  of  London  "  for  the 
establishment  and  endowment  of  a  professorship  — 
to  be  known  as  '  The  Galton  Professorship  of  Eu- 
genics,' with  a  laboratory  or  office  and  library  attached 
thereto."  The  will  fm-ther  makes  this  statement 
of  what  the  Galton  professor  is  to  do: 

1.  CoDect  materials  bearing  on  Eugenics. 

2.  Discuss  such  materials  and  draw  conclusions. 

3.  Form  a  Central  Office  to  provide  information,  under  appro- 
priate restrictions,  to  private  individuals  and  to  public  authorities 
concerning  the  laws  of  inheritance  in  man,  and  to  urge  the  con- 
clusions as  to  social  conduct  which  follow  from  such  laws. 

4.  Extend  the  knowledge  of  Eugenics  by  all  or  any  of  the  fol- 
lowing means,  namely:  —  (a)  professorial  instruction;  (6)  occa- 
sional publications;  (c)  occasional  public  lectures;  (d)  experimental 
or  observational  work  which  may  throw  light  on  eugenic  problems. 

In  accordance  with  the  founder's  wish,  Professor 
Pearson  has  been  chosen  as  the  first  Galton  Professor. 
Officials  of  the  University  of  London  have  issued  an 
appeal  for  £15,000  to  be  expended  in  the  construction 
of  a  memorial  building  in  which  the  work  of  the  Galton 
laboratory  may  be  properly  carried  on. 

The  pubUcations  of  the  Eugenics  Laboratory  are  for 
the  most  part  comprised  in  two  series:  the  Eugenics 
Laboratory   Memoirs   and  the  Eugenics  Laboratory 


Digitized  by  VjOOQ  IC 


28  QUARTERLY  JOURNAL  OF  ECONOMICS 

Lecture  Series.  A  third  series,  nominally  distinct,  — 
the  Studies  in  National  Deterioration,  published  as 
Drapers'  Company  Research  Memoirs  by  the  De- 
partment of  Applied  Mathematics  of  University 
College  —  presents  the  results  of  similar  inquiries 
conducted  in  the  Biometric  Laboratory,  often  by 
members  of  the  Eugenics  Laboratory  Staff.  Yet 
another  series,  Questions  of  the  Day  and  of  the  Fray, 
also  published  by  the  Department  of  Applied  Mathe- 
matics, has  lately  been  inaugurated.  However,  a 
more  intelligible  statement  of  what  has  been  accom- 
plished can  be  made  if  the  publications  be  for  the 
moment  regarded  as  falling  into  three  groups,  namely: 
(1)  compilations  of  mere  material  for  the  study  of 
human  inheritance;  (2)  intensive  and  technical  studies 
of  special  eugenic  problems;  and  (3)  general  state- 
ments of  the  conclusions  reached,  in  simple  form  for 
popular  information. 

The  first  group  consists  of  those  issues  of  the  Eu- 
genics Memoirs  which  are  known  collectively  as 
The  Treasury  of  Human  Inheritance.  These  are 
designed  to  make  available,  in  standardized,  scientific 
form,  without  attempt  at  interpretation  or  anjrthing 
controversial,  ''  published  and  unpublished  family 
pedigrees,  illustrating  the  inheritance  in  man  of  mental 
and  physical  characters,  of  disease  and  of  abnormality." 
The  parts  thus  far  issued  contain  pedigrees  of  diabetes 
insipidus,  split-foot,  polydactylism,  brachydactylism, 
tuberculosis,  deaf-mutism,  legal  ability,  angioneurotic 
oedema,  hermaphroditism,  insanity,  commercial  ability, 
hare-lip,  cleft  palate,  and  congenital  cataract.  The 
work  of  compilation  appears  to  have  been  well  done. 
The  evidence  thus  gathered  affords  important  data, 
not  only  for  followers  of  the  Galton-Pearson  school, 
but  for  all  who  perceive  that  the  progress  of  eugenics 
depends  on  a  further  knowledge  of  the  facts. 


Digitized  by  VjOOQ  IC 


THB  PROORBSS  OF  EUGENICS  29 

The  second  group  —  detailed  reports  of  special 
studies  —  comprises  most  of  the  Eugenics  Memoirs, 
and  the  Studies  in  National  Deterioration.  Here, 
perhaps,  should  also  be  placed  the  Questions  of  the 
Day  and  of  the  Fray,  which  up  to  the  present  have 
mainly  served  to  carry  on  a  controversy  that  recent 
memoirs  on  the  influence  of  parental  alcoholism  pro- 
voked. Apart  from  these  polemics,  fourteen  Memoirs 
and  Studies  have  appeared,  dealing  with  such  sub- 
jects, among  others,  as  tuberculosis,  insanity,  the  in- 
heritance of  the  phthisical  and  insane  diatheses,  the 
rdative  effect  of  heredity  and  environment  on  eye- 
sight, the  effect  of  home  conditions  on  the  physique 
and  inteUigence  of  children,  and  the  inheritance  of 
ability. 

The  third  group  is  coincident  with  the  Eugenics 
Laboratory  Lecture  Series.  To  persons  who  wish 
to  learn  the  gist  of  the  results  embodied  in  the  more 
abstruse  memoirs,  but  who  are  not  so  critical-minded 
or  so  mathematically  trained  as  to  grapple  with  their 
technicalities,  these  lectures  carry  the  message  of  the 
Laboratory  on  the  paramount  import  of  heredity 
in  human  improvement  or  degeneration.  "  All  human 
qualities  are  inherited  in  a  marked  and  probably 
equal  degree."  ^  Sweepingly  this  is  enunciated,  as 
a  foimdation  principle  of  eugenics;  ''  good  and  bad 
physique,  the  liability  to  and  the  immunity  from 
disease,  the  moral  characters  and  the  mental  tempera- 
ment "  *  —  all,  so  far  as  they  are  not  acquired  char- 
acters, are  included  in  the  claim.  Environmental 
factors,  on  the  contrary,  exert  an  influence  of  alto- 
gether subordinate  importance: 

1  FMnoD,  The  Groundwozk  of  Eugenlos,  p.  20. 

*  Faanon,  The  Scope  and  Importance  to  the  State  of  the  Solenoe  of  National 
p.  88. 
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I  will  not  dogmatically  assert  that  environment  matters  not  at 
all;  phases  of  it  may  be  discovered  which  produce  more  effect 
than  any  we  have  yet  been  able  to  deal  with.  But  I  think  it  quite 
safe  to  say  that  the  influence  of  environment  is  not  one-fifth  that 
of  heredity,  and  quite  possibly  not  one-tenth  of  it.^ 

Hence,  clearly,  attempts  at  the  aUeviation  or  cure 
of  human  disabilities  should  look  much  more  to  human 
nature  and  much  less  to  the  external  conditions  of  the 
milieu  than  has  been  usual;  and  should  especially 
beware  of  such  changes  in  law  or  social  custom  as, 
by  slackening  or  perverting  biological  selection,  more 
than  undo  the  direct  benefits  they  have  sought  to 
accomplish.  Hence,  too,  that  notoriously  adverse 
selection  due  to  the  restricted  birth-rate  fundamentally 
menaces  the  racial  quality  of  the  future;  the  more 
particularly  since  researches  have  shown  that  the 
neurotic,  the  insane,  the  tuberculous,  and  the  criminal 
are  more  frequent  among  the  elder-bom  members 
of  families,  and  thus  constitute  an  abnormally  large 
proportion  of  the  descendants  of  persons  who  have 
had  exceptionally  small  families.^  The  advance  of 
the  science  of  medicine  and  the  spread  of  education 
could  make  but  poor  headway  against  a  steady  running- 
out  of  the  stock  which  they  are  called  on  to  restore. 

The  philanthropist  looks  to  hy^ene,  to  education,  to  general 
environment,  for  the  preservation  of  the  race.  It  is  the  ea^y 
path,  but  it  cannot  achieve  the  desired  result.  These  things  are 
needful  tools  to  the  eflicient,  and  passable  crutches  to  the  halt; 
but  .  .  .  there  is  no  hope  of  racial  purification  in  any  environment 
which  does  not  mean  selection  of  the  germ.*  .  .  .  Selection  of 
parentage  is  the  sole  effective  process  known  to  science  by  which 
a  race  can  continually  progress.* 

^  Pesraon,  Nature  and  Nurture,  p.  27. 

s  Of.  Pearwn,  The  Problem  of  Practical  Eugenics,  p.  10. 

*  The  Scope  and  Importance  ...  of  National  Eugenics,  p.  39. 

«  The  Qroundwork  of  Eugenlos.  p.  20. 
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The  conclusioiis  announced  by  the  Galton  Laboratory 
have  frequently  been  called  in  question.  Authoritative 
bioI<^cal  opinion,  supported  by  quite  different  methods 
of  research,  has,  to  be  sure,  agreed  in  assigning  much 
greater  weight  to  heredity  than  to  surrounding  con- 
ditions. But  the  findings  of  Professor  Pearson  and 
his  collaborators  have  challenged  prevalent  opinion 
so  often  as  to  plunge  the  authors  in  controversy. 
In  particular,  the  studies  dealing  with  the  effects  of 
parental  alcoholism  upon  children  have  provoked 
much  hostile  comment.  Obviously,  the  assertion  that 
no  marked  influence  on  the  physique  and  mentality 
of  the  child  is  produced  by  alcoholism  of  the 
parents  discredits  much  of  the  best-meant  effort 
now  devoted  to  social  betterment,  and  seems  nothing 
less  than  high  treason  to  the  zealots  of  the  temperance 
cause.  Sentimental  protest  against  such  a  finding 
was  inevitable.  In  this  instance  the  temper  of  the 
protests  had  doubtless  been  exacerbated  by  irritation 
at  the  mathematical  treatment  which  characterizes 
all  the  work  of  the  Eugenics  Laboratory,  and  makes 
the  published  results  nearly  or  quite  imintelligible 
to  persons  unfamiliar  with  the  manner  of  analysis 
and  statement  there  employed.  The  criticism  which 
results  from  prejudice  and  misimderstanding  is,  of 
course,  negligible.  There  remains,  however,  a  valid 
ground  for  objection  to  the  assumptions  of  the  actuarial 
method  in  itself.  To  make  this  more  clear  it  will  be 
necessary  to  outline  a  different  interpretation  of  the 
phenomena  of  heredity,  for  purposes  of  comparison. 

According  to  the  Mendelian  school,  a  cardinal 
principle  of  heredity  is  to  be  recognized  in  the  segre- 
gation of  alternative  characters.  The  effect  of  this 
principle  is  that  the  so-called  unit  characters  are, 
in  heredity,  indivisible.    A  given  imit  character  either 
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appears  completely  or  wholly  fails  to  appear  in  the 
bodily  make-up  of  an  individual.  Thus,  for  example, 
either  a  man  is  color-blind  or  he  is  not,  much  as  a 
person  is  either  male  or  female.  In  so  far  as  inheri- 
tance is  in  this  way  alternative  the  intermediate 
blending  of  unit  characteristics  is  precluded.  The 
disciple  of  Mendel  therefore  conducts  his  investiga- 
tions "  in  such  a  way  that  the  only  possible  answer 
is  a  direct '  Yes  '  or  a  direct '  No.'  "  ^ 

The  "  actuarial "  study  of  heredity,  on  the  other 
hand,  rests  on  an  altogether  different  assumption. 
The  Galtonian  analysis,  and  the  formulae  of  Professor 
Pearson  which  have  developed  and  emended  it,  are 
based  on  the  view  that  the  traits  of  an  individual 
are  not  alternative  unit  characters,  but  variations 
of  greater  or  less  degree  in  either  direction  from  an 
intermediate  normal  type;  and  that,  if  a  large  number 
of  cases  be  studied  together,  the  distribution  of  ob- 
served variations  about  the  mean  will  exemplify  the 
"  normal  frequency "  computed  according  to  the 
theory  of  probabUities.  Consequently  the  investi- 
gator at  the  Galton  Laboratory  does  not  ask  questions 
to  be  answered  by  "  yes  "  or  "  no."  He  asks,  "  to 
what  extent  ?  "  and  expresses  his  answer  numerically 
in  a  coefficient  of  correlation. 

Theoretically,  then,  if  the  Mendelian  formulation 
is  right,  the  actuarial  method  is  wrong.  Between 
two  alternative  imit  characters  a  mean,  in  the  sense 
of  an  actual  intermediate  type,  does  not  exist.  In 
such  a  case  the  biometricians'  concept  of  deviations 
from  the  normal  has  no  justification  in  fact.  If  proof 
of  the  incompatibility  of  the  two  interpretations  were 
needed,  it  might  be  f oimd  in  the  reluctance  of  Professor 
Pearson   to   accept   the   almost   conclusive  evidence 

>  W.  Bateeon,  The  Methods  and  Scope  of  GeneUoe.  p.  20. 
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adduced  by  experimenters  of  the  other  school.  In 
practice,  to  be  sure,  the  actuarial  procedure  may 
yield  results  broadly  corresponding  to  the  conclusions 
of  the  Mendelians;  especially  where  the  mass  of  data 
is  large  or  the  characters  studied,  being  in  reality 
complex  groups  of  undistinguished  unit  characters, 
yield  collective  results  which  partake  of  the  nature  of 
averages.  But  correlation  methods  afford  at  best  a 
blind  and  clxunsy  way  of  dealing  with  imit  characters. 
K  the  unitrcharacter  theory  continues  to  gain  ascen- 
dency, as  now  seems  likely,  the  authority  of  the  biome- 
tricians  will  decline,  and  the  value  of  the  publications 
which  have  thus  far  issued  from  the  Galton  Laboratory 
will  decUne  with  it.  Yet  even  tho  the  actuarial  method 
be  supplanted,  it  will  have  served  a  useful  purpose  by 
its  example  of  quantitative  work,  inadequately  con- 
ceived but  rigorously  carried  out,  at  a  time  when  the 
scientific  pretensions  of  eugenics  had  still  to  be  estab- 
lished. 

Hardly  more  than  a  decade  has  yet  elapsed  since 
the  rediscovery  of  Mendel's  writings  gave  a  new  impulse 
to  the  experimental  study  of  heredity.  In  the  course 
of  the  search  for  fresh  biological  testimony  in  support 
of  Mendel's  views  not  a  little  evidence  has  been  derived 
from  inquiries  into  the  transmission  of  human  traits. 
The  general  literature  of  Mendelism  has  given  some 
attention  to  imit-character  inheritance  in  man.  But 
thus  far  the  task  of  systematic  eugenic  investigation 
based  on  Mendelian  principles  has  been  largely  left 
to  American  scientists. 

Altho  the  eugenics  movement,  under  that  name, 
is  but  a  newcomer  in  America,  the  course  of  our  earlier 
thinlnng  and  writing  on  social  problems  was  not  without 
its  significant  contributions  to  the  subject  of  race 
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improvement.  The  investigations  of  hereditary  crim- 
inality carried  on  by  Robert  L.  Dugdale,  in  1874  and 
1875,  and  summarized  in  his  world-famous  little 
book,  The  JvJces,  must  rank  among  the  most  fruitful 
studies  of  degeneracy  which  have  yet  been  made. 
Later,  McCulloch's  Tribe  of  Ishmasl  assembled  more 
evidence  of  similar  purport.  Dr.  Amos  Warner's 
illuminating  chapter  on  Charity  as  a  Factor  in  Himian 
Selection,  published  in  his  American  Charities  nearly 
twenty  years  ago,  dates  back  to  a  period  when,  in  his 
own  words,  there  was  "almost  no  literature  bearing 
directly  on  the  subject."  Since  then  the  debt  of 
eugenics  to  scientific  philanthropy  in  the  United  States 
has  continued  to  grow.  The  proceedings  of  the 
National  Conference  of  Charities  and  Correction 
and  of  the  American  Prison  Association  have  con- 
tained, from  the  times  of  Dugdale  and  McCulloch 
and  Warner  to  the  present  day,  interesting  evidences 
of  human  heredity.  Another  branch  of  inquiry  has 
sprung  from  the  suggestion  of  Dr.  Alexander  Graham 
Bell's  Memoir  upon  the  Foundation  of  a  Deaf  Variety 
of  the  Human  Race  (1883),  which  was  followed  by 
Dr.  Fay's  exhaustive  work  on  Marriages  of  the  Deaf 
in  America,  and  supported  by  Dr.  Bell's  endowment  of 
the  Volta  Bureau,  at  Washington,  for  the  collection  of 
information  concerning  deaf-mutes.  From  biological 
beginnings,  revealed  in  a  chapter  or  two  of  Footnotes 
to  Evolution,  Dr.  David  Starr  Jordan  developed  the 
eugenic  message  of  The  Blood  of  (he  Nation  and  The 
Human  Harvest.  Latterly,  Dr.  Woods,  in  his  Mental 
and  Moral  Heredity  in  Royalty,  has  produced  a  valu- 
able book  after  the  manner  of  Galton's  earlier  studies. 
On  the  other  side.  Professor  Ward's  Applied  Sociology, 
weaving  its  author's  social  philosophy  and  the  con- 
clusions of  Alfred  Odin's  Oenise  des  grands  hommes 
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into  a  remarkable  protest  against  the  physical  deter- 
minism of  heredity  as  expressed  in  Galton's  work, 
glowingly  affirms  the  power  of  society  to  develop 
latent  genius  by  the  fostering  social  environment  of 
education.  Such  are  a  few  conspicuous  examples 
of  pioneer  eugenic  thought  in  this  country.  With 
them  should  be  mentioned  the  Uttle-known  project 
of  Mr.  Loring  Moody,  of  Boston,  who,  in  1881  or 
1882,  proposed  to  establish  an  Institute  of  Heredity, 
and,  by  means  of  a  school  with  lectures  and  a  library, 
to  diffuse  "  knowledge  on  the  subject  of  improving 
our  race  by  the  laws  of  phjrsiology."  ^  This  plan, 
however,  was  frustrated  by  Mr.  Moody's  death,  and 
the  organized  dissemination  of  eugenic  instruction 
which  it  contemplated  long  remained  imrealized. 

A  new  phase  of  eugenics  in  this  coimtry  began  in 
1906  with  the  appointment  of  the  Committee  on 
Eugenics  of  the  American  Breeders'  Association. 
The  latter  society  had  been  formed  in  1903,  by  scien- 
tific breeders  of  animals  and  plants,  to  promote  the 
study  of  heredity  in  its  bearings  upon  their  methods. 
When,  with  the  purpose  of  organizing  this  study,  the 
Association  determined  to  appoint  a  comprehensive 
system  of  committees,  it  recognized  the  appUcations 
of  heredity  to  human  well-being  by  naming  a  Committee 
on  Eugenics.  Some  persons,  to  be  sure,  felt  at  that 
time  that  a  wholly  independent  organization  would 
be  more  appropriate.  The  American  Breeders'  Asso- 
ciation consequently  authorized  its  eugenics  com- 
mittee to  sever  itself  from  the  parent  society  if  that 
course  should  be  deemed  best.  But  the  opinion  pre- 
vailed that  the  serious  study  of  human  heredity  would 
be  promoted  by  close  alliance  with  investigators  in 

1  Tfae  deUJla  of  this  xnoject  hav«  been  oommunicftted  to  the  Bucenlos  Record 
Offiee. 
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related  fields;  and  that  in  so  far  as  sentimental  ad- 
herents might  be  frightened  away  by  distaste  for  so 
frank  an  analogy  between  the  breeding  of  men  and 
the  breeding  of  cattle,  the  effect  on  the  ultimate  use- 
fulness of  the  committee  would  be  more  salutary  than 
otherwise.  Accordingly,  for  three  or  four  years  the 
Committee  on  Eugenics  continued  to  exist,  with  a 
growing  membership  and  a  slowly  widening  sphere  of 
activity.  Then,  in  July,  1910,  it  was  raised  to  the 
rank  of  Eugenic  Section,  coordinate  with  the  Plant 
Section  and  Animal  Section  of  the  original  constitu- 
tion, and  permitted  to  form  committees  of  its  own. 
The  committees  at  present  organized  are  concerned 
with  the  heredity,  respectively,  of  the  feeble-minded, 
of  insanity,  of  epilepsy,  of  criminality,  and  of  deaf- 
mutism.  Each  committee  has  its  chairman  and  its 
secretary,  experts  in  the  special  subject.  The  chair- 
man of  the  Eugenics  Section  as  a  whole  is  David  Starr 
Jordan;  and  the  secretary  is  Dr.  Charles  B.  Daven- 
port, director  of  the  Department  of  Experimental 
Evolution  of  the  Carnegie  Institution,  at  Cold  Spring 
Harbor,  Long  Island,  where  the  work  of  the  section 
virtually  centered  until  the  Eugenics  Record  Oflfice 
was  founded  in  order  more  definitely  to  centralize  and 
supplement  the  activities  of  the  several  committees. 

The  Eugenics  Record  Office  was  opened  in  October, 
1910,  in  a  building  of  its  own  at  Cold  Spring  Harbor, 
on  land  adjoining  the  experiment  station  of  the  Car- 
negie Institution.  This  proximity  permits  of  close 
touch  between  the  investigators  of  human  inheritance 
and  the  biological  experimenters,  and  makes  it  possible 
for  Dr.  Davenport  to  direct  the  work  of  both.  But 
the  Record  Office  is  none  the  less  distinct,  as  it  is 
maintained  by  special  funds  from  contributors  in- 
terested in  the  cause,  and  manned  by  its  own  staff, 
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under  the  immediate  charge  of  its  Superintendent, 
Mr.  H.  H.  Laughlin. 

The  main  work  of  the  Record  Office  is  the  collection 
of  family  pedigrees  revealing  the  presence  of  some 
trait  or  defect  the  inheritance  of  which  is  to  be  studied. 
Inasmuch  as  these  pedigrees  are  analyzed  not  in 
masses  and  by  averages,  but  individually  according 
to  Mendelian  principles  of  descent,  it  is  important 
that  each  should,  if  practicable,  comprise  the  history 
of  a  wide  family  comtiection  through  several  genera- 
tions, with  all  possible  detail  that  might  bear  on  the 
subject  of  inquiry.  The  data  for  such  compilations 
are  secured  partly  by  correspondence,  in  the  form  of 
standardized  "  Records  of  Family  Traits,"  and  partly 
through  the  field  workers  of  the  Record  Office  or  of 
cooperating  hospitals,  asylums,  and  other  institutions. 
Once  secured,  tiie  material  is  recorded  in  genealogical 
charts,  with  the  aid  of  conventional  symbols  showing 
at  a  glance  not  only  degrees  of  relationship,  but  also 
Intimacy;  sex;  cause  of  death;  bad  habits,  dis- 
eases, or  defects  such  as  alcoholism,  habitual  wan- 
dering, criminality,  sexual  immorality,  tuberculosis, 
syphilis,  epilepsy,  feeble-mindedness,  insanity,  paraly- 
sis, neurotic  condition,  deafness,  blindness;  or,  if  the 
information  establishes  it,  normality.  The  completed 
records  are  kept  on  file  in  a  fireproof  room  at  Cold 
Spring  Harbor,  and  made  particularly  accessible  by 
an  elaborate  system  of  catalogue  references  to  families, 
localities,  characteristics,  and  the  like.  As  evidence 
accumulates  it  is  published  in  the  form  of  Eugenic 
Record  Office  Bulletins.  In  addition  to  these,  a 
series  of  Memoirs  is  contemplated. 

Thus  far  the  researches  of  the  Record  Office  have 
centered  about  the  heredity  of  mental  disease  and 
deficiency.    Two  of  the  Bulletins  already  published 
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deal  respectively  with  f eeble-mindedness  and  insajiity. 
A  forthcoming  number  is  devoted  to  epilepsy,  and 
material  is  collecting  for  other  related  reports  which 
are  to  follow.  The  field  workers  have  delved  in  the 
family  histories  of  certain  isolated,  inbred,  and  de- 
generate communities  in  New  York  and  New  England. 
The  "  IshmaeUtes,"  whom  McCulloch  first  made 
known,  are  being  scrutinized  again  in  the  light  of 
newer  methods.  The  "  Jukes  ",  too,  are  to  be  further 
investigated.  Nor  is  the  striking  lesson  which  these 
inquiries  aheady  foreshadow  all  that  is  gained.  During 
the  summer  months  the  staff  of  the  Record  Office 
directs  the  training  of  a  class  in  eugenic  field  work, 
conducting  its  students  through  isolated  districts 
where  the  feeble-minded  are  found  Uving  in  hovels, 
and  more  particularly  through  establishments  for 
the  insane  and  feeble-minded.  There  the  students, 
confronted  with  patients  and  histories  of  patients, 
see  with  their  own  eyes  a  telling  demonstration  of 
the  cost,  in  misery  and  care,  caused  by  the  breeding 
of  tainted  stocks.  More  than  that,  the  students  and 
their  methods  are  themselves  seen  by  the  persons 
in  charge  of  hospitals  and  asylums,  who  are  thus  often 
convinced  of  the  value,  for  their  own  purposes  and 
for  the  public  good,  of  such  a  tracing  back  of  the 
ailments  which  they  treat.  The  directors  of  the 
Eugenics  Record  Office  have  met  with  hearty  coopera- 
tion at  such  institutions;  and  it  is  most  gratifying  to 
hear  that  more  than  one  state  has  taken  steps  to  sup- 
port in  some  measure  the  scientific  economy  of  an 
investigation  which  may  lead  to  a  momentous  reduc- 
tion of  the  burden  of  caring  for  the  mentally  unsoimd. 
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III 

Substantial  advaace  has  thus  been  made  in  the 
knowledge  of  those  biological  fimdaments  on  which 
the  hope  of  eugenic  improvement  is  built.  With 
the  advance  has  proceeded  the  persistent  setting 
forth  of  the  social  importance  of  eugenics  for  which 
Galton  spoke. 

No  doubt  the  influence  of  the  Eugenics  Laboratory 
Lecture  Series,  of  the  more  recent  publications  of  the 
Eugenics  Record  Office,  and  of  the  independent  writings 
of  competent  students  of  heredity  and  social  problems, 
has  been  considerable.  Unfortxmately,  however,  the 
very  conservatism  of  scientists,  wary  of  annoimcing 
results  which  have  yet  to  be  demonstrated,  has  prob- 
ably left  the  larger  number  of  readers  to  receive  the 
prophecy  of  eugenics  indirectly,  through  xmauthori- 
tative  writings  of  advocates  whom  Galton  would 
hardly  have  wished  as  allies.  A  cause  less  soimd 
at  the  core  might  well  have  been  hurt  by  so  much 
misstatement  and  sentimentalism,  compromised  by 
being  used  to  serve  the  turn  of  hobby-riding  radicals, 
or  discredited  by  the  adherence  of  the  facile  partisans 
of  free-love,  always  willing  to  hatch  their  own  project 
by  the  warmth  of  any  nearby  attempt  at  reform. 
In  the  face  of  these  difficulties.  Eugenics  seems  to 
have  progressed  far  toward  both  a  wider  and  a  more 
discriminating  reception. 

One  ally  which  Galton  did  approve,  and  which  has 
been  active  on  behalf  of  eugenics,  is  The  Eugenics 
Education  Society,  founded  in  London  in  1907.  In 
the  space  of  little  more  than  three  years  this  associa- 
tion has  attained  a  membership  of  over  500,  exclusive 
of  the  enrolment  in  branches  established  at  Glasgow, 
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Liverpool,  Haslemere,  and  Dunedin,  New  Zealand. 
Since  the  spring  of  1909  it  has  successfully  maintained 
a  quarterly  journal,  The  Eugenics  Review.  In  its 
beginnings  the  society  was  a  somewhat  heterogeneous 
body,  whose  members,  save  for  a  conmion  interest 
in  eugenics,  came  to  it  with  different  view  points  and 
imequal  qualifications  for  helpful  effort.  Its  task 
was  indubitably  difficult.  Mindful  always  of  the 
lack  of  proven  knowledge,  and  always  respecting  the 
injunction  that  "  the  pace  must  not  be  hurried,"  * 
the  society  was  none  the  less  enthusiastically  to  raise 
its  voice  in  the  wilderness,  winning  converts  for  a 
future  cause.  At  first  the  outcome  was  dubious. 
But  the  young  organization  quickly  proceeded  to  find 
itself;  was  both  wise  and  fortunate  in  securing  the 
aid  of  Sir  Francis  Galton  as  honorary  president;  and, 
with  his  advice  and  through  the  energy  and  good 
sense  of  its  executive  officers,  seems  to  have  worked 
out  a  structure  and  a  plan  of  action  which  promise  a 
useful  future.  Latterly,  under  the  supervision  of 
the  Research  Advisory  Committee,  original  inquiries 
have  been  made  into  the  histories  of  pauper  families 
and  into  the  biological  factor  in  infant  mortality. 
The  society  has  no  official  connection  with  the  Galton 
Laboratory.  Tho  it  follows  attentively  the  results 
of  the  Laboratory  researches,  and  is  guided  by  them 
in  choosing  and  directing  its  activities,  it  is  equally 
attentive  to  the  contributions  of  the  Mendelian  school. 
There  is  possibly  danger  of  inconsistency  in  a  policy 
shaped  by  such  eclecticism;  but  so  long  as  the  Men- 
delians  and  the  biometricians  themselves  show  as 
little  inclination  as  now  to  compromise,  one  may 
trust  them  to  keep  their  own  doctrines  pure,  and  may 
expect  more  benefit  than  harm  to  follow  a  well-meant 

^  Galton,  Pnbabiltty,  the  FooiuUtlon  of  Eocealoe,  In  EBBays  In  Eucenloi,  p.  90. 
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effort  to  join  forces  in  the  ranks  of  social  workers  wher- 
ever there  is  common  groimd. 

The  Eugenics  Education  Society  is  no  longer  a  local 
influence  only.  During  the  past  summer  it  organized 
a  Eugenic  Section  in  the  Congress  of  National  Health, 
at  Dublin,  the  public  authorities  having  this  year  for 
the  first  time  thus  recognized  the  place  of  eugenics 
in  the  campaign  for  health.  Further,  the  Society 
has  arranged  to  hold  in  London,  in  July,  1912,  the 
First  International  Congress  on  Eugenics.  Already 
the  support  and  cooperation  of  well-known  scientists 
have  been  secured  in  England,  Germany,  France,  and 
the  United  States.  The  establishment  of  a  section 
for  race  hygiene  at  the  Dresden  Internationale  Hygiene- 
Ausstellung  of  the  past  summer;  the  meeting  there 
of  the  Internationale  Gesellschaft  fur  Rassenhygiene 
—  a  imion  of  constituent  societies  in  Germany,  Sweden, 
and  Switzerland;  and  the  still  more  recent  gathering 
at  Paris  of  the  fourth  International  Genetic  Con- 
ference may  be  taken  to  prove  a  growing  interest 
in  eugenics  and  related  subjects,  and  to  augur  well 
for  the  success  of  the  eugenic  congress  next  year. 

The  practical  application  of  eugenic  principles  lies 
mostly  in  the  futiu'e,  when  there  shall  be  more  certain 
knowledge  of  the  true  principles  to  apply.  But  in  the 
meantime,  as  knowledge  grows,  opportunity  is  given 
at  least  for  partial  and  temporary  remedial  measures, 
to  check  the  apparent  d^enerative  tendencies  that 
contemporary  economic  and  social  conditions  create. 
Moreover,  if  an  ultimate  policy  of  race  improvement 
is  to  be  elaborated,  there  must  be  a  working  hypothesis 
of  the  task  to  be  accomplished.  For  both  these  reasons 
eugenists  must  look  toward  the  problem  of  practical 
eugenic  procedure,   and  consider  in  particular,   tho 
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it  be  only  provisionally,  the  distinction  between  posi- 
tive and  n^ative,  or,  in  the  happier  terms  of  Mr. 
Crackanthorpe,  constructive  and  restrictive,  eugenics.^ 
Is  the  eugenic  ideal  more  attainable  by  promoting 
the  increase  of  superior  stock  and  thus  cultivating 
high  ability,  or  by  checking  the  propagation  of  the 
inferior,  and  so  eliminating  the  congenitally  unfit  ? 

Unquestionably  Galton  conceived  and  elaborated 
the  program  of  eugenics  in  the  positive,  constructive 
sense.  The  opening  paragraph  of  Hereditary  Genius 
annoimces  the  thesis  that  ''  it  would  be  quite  practi- 
cable to  produce  a  highly-gifted  race  of  men  by  judi- 
cious marriages  during  several  consecutive  gen^^tions." 
It  was,  in  fact,  genius  which  had  conunanded  Galton's 
attention  from  the  time  of  his  first  inquiries  into  Heredv- 
tary  TalerU  and  Character.  Latterly  his  broadening  view 
became  more  aware  of  the  need  for  restrictive  eugenic 
agencies,  as  well; '  but  still  the  selective  breeding  of 
excellences  remained  the  primary  object  in  view. 
His  idea  of  a  caste  based  upon  superior  hereditary 
capacities;  his  reiterated  allusions  to  competitive 
examinations  for  eugenic  merit,  and  to  ^idowments 
and  marriage  portions  for  the  eminently  meritorious; 
these  and  other  recurring  signs  unmistakably  showed 
the  main  current  of  his  thought.  And  so,  in  his  out- 
line of  Eugenics:  Its  Definition,  Scope  and  Aims,  he 
declared  "  The  aim  of  Eugenics  is  to  bring  as  many 
iofluences  as  can  be  reasonably  employed,  to  cause  the 
useful  classes  in  the  community  to  contribute  more 
than  their  proportion  to  the  next  generation."  »  With 
yet  greater  definiteness  he  had  aheady  written:  "  the 
possibility  of  improving  the  race  of  a  nation  depends 

1  Cf .  Eugenics  Education  Society,  Second  Annual  Report,  pp.  7-8. 

*  Cf.tbe  last  paragraph  of  tbe  Introduction  to  the  1802  edition  of  HeredttaiyGenlua. 

•  Sodologioal  Papers,  1904.  p.  47. 
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on  the  power  of  increasiDig  the  productivity  of  the 
beet  stock.  This  is  far  more  important  than  that  of 
repressing  the  productivity  of  the  worst."  ^  Alto- 
gether, one  may  without  great  inaccuracy  apply  to 
the  a^r^ate  of  Galton's  eugenic  writings  his  own 
remark  in  the  Inquiries  into  Human  Faculty:  ''  I  have 
not  spoken  of  the  repression  of  the  [inferior  stock], 
believing  that  it  would  ensue  indirectly  as  a  matter 
of  course."  * 

It  has  been  maintained  that  positive  and  negative 
eugenics  are  one  and  the  same  process,  viewed  from 
opposite  sides:  that  the  relative  increase  of  the  better 
is  the  relative  decrease  of  the  worse.  However  true 
this  may  be  as  an  abstraction,  it  is  not  necessarily  so 
significant  in  its  application  to  actual  conditions.  We 
cannot  divide  ail  of  mankind  sharply  into  sheep  and 
gpats  and  deal  with  either  half  in  its  entirety.  Prac- 
tically, eugenics  is  likely  always  to  have  to  concentrate 
its  efforts  on  the  comparatively  few  who  are  mani- 
festly good  or  notoriously  bad  —  working  at  the 
fringes  of  the  population  and  leaving  untouched  a 
great  residuum  of  mediocrity.  And  since  these  two 
conspicuous  fringes  may  be  of  very  different  extent, 
very  unequally  distinguishable  from  the  general  stuff 
of  society,  and  very  unlike  in  their  amenability  to 
control,  it  is  by  no  means  clear  that  the  reformer  can 
work,  at  his  pleasure,  upon  either  the  top  or  the  bottom 
with  the  same  result. 

For  several  reasons  restrictive  eugenics  offers  at 
present  the  greater  promise  of  a  beneficial  outcome. 
A  number  of  human  defects,  easily  recognized  and 
apparently  nearly  or  quite  unit  characters  in  inheri- 

1  Thb  Paariblo  Improvement  of  the  Human  Breed  .  .  .  Beprtnted  In  Fweyi  In 
p.  34. 


s  Inqnlrlee  Into  Human  Faculty,  p.  I 
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tance,  are  by  common  assent  heavy  burdens  to  the 
individual  whom  they  afflict  and  the  commimity  in 
which  he  lives.  Insanity,  deaf-mutism,  serious  con- 
genital defects  of  vision,  epilepsy,  haemophilia,  would 
be  grave  disabilities  in  any  state  of  society  which  we 
may  reasonably  foresee.  The  feeble-minded,  aheady 
anachronisms  of  evolution,  must  presimiably  become 
more  and  more  tragic  laggards  as  intellectual  develop- 
ment goes  on.  On  the  other  hand,  the  positive  virtues 
of  the  future  are  not  so  obvious  and  simple.  Energy, 
versatility,  a  nervous  organization  sensitive  but  not 
fragile,  strong  parental  instinct,  altruism  —  such  have 
been  suggested  as  eugenic  ideals;  but  they,  like  the 
still  more  general  desiderata  of  ability  and  health, 
are  not  so  much  unit  characters  as  complexes  and 
coordinations  of  qualities  which  our  present  imder- 
standing  of  heredity  would  find  baffling  and  intractable.^ 
GaJton  himself  was  not  imaware  of  these  perplexities;  * 
tho  he  made  but  a  lame  attempt  to  evade  them  by 
contending  that  ''  confflcting  ideals  .  .  .  alternative 
characters  .  .  .  are  wanted  to  give  fulness  and  interest 
to  life."  *  His  conclusion  that  "  the  aim  of  Eugenics 
is  to  represent  each  class  or  sect  by  its  best  specimens; 
that  done,  to  leave  them  to  work  out  their  conmion 
civilisation  in  their  own  way,"  *  scatters  the  difficulty, 
but  does  not  meet  it.  Indeed,  it  adds  to  the  previous 
confusion  an  impossible  suggestion  of  a  society  com- 
pounded of  as  many  sub-races  as  there  are  recognizable 
virtues. 

Aside   from   these    obstacles,     the    realization    of 
constructive  or  positive  eugenics  awaits  the  coming 

1  Cf .  the  trenchant  chapter  on  The  Problem  of  the  Blrtii  Supply  In  H.  O.  WeUe'i 
\ff^«iritiri  In  the  Making. 

*  Cf.  Eugenics:  Its  Definition,  Scope  and  Alma,  Sodological  Papers.  1004,  p.  46. 

•  Ibid.,  p.  46.  «  Ibid.,  p.  46. 
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of  the  eugenic  conscience.  Legislation,  as  we  know 
it,  can  decree  '^  Thou  shalt  not  '^  and  execute  its 
decrees  against  unfit  parenthood  by  segregation  of 
defectives;  it  is  nearly  powerless  to  enforce  "  Thou 
shalt."  Even  conscience  could  more  easily  master 
the  primeval  impulse  that  actuates  hmnan  increase 
than  create  parental  instinct  where  it  did  not  already 
exist.  Voluntary  celibacy  induced  by  a  sense  of 
eugenic  duty  is  undeniably  an  imf ortunate  and  per- 
verse expedient.  It  almost  surely  aggravates  the  in- 
fertility of  the  thinking  classes,  and  further  weakens 
the  spirit  of  nothing  venture,  nothing  have,  which 
national  vigor  and  natural  selection  require.  Never- 
theless, where  it  is  practised  it  does  accomplish  the 
extinction  of  defective  stock.  Therein  it  is  more 
effectual  than  the  opposite  manifestation  of  duty  is 
likely  to  be.  For  the  vital  human  qualities  will  not 
be  found  to  thrive  in  the  atmosphere  of  a  family  life 
which  is  merely  conscientious. 

Whatever  the  cogency  of  this  reasoning,  the  pre- 
ponderance of  eugenic  writers  advocate  the  adoption 
of  restrictive  rather  than  constructive  eugenics,  be- 
lieving that  thus  indirectly  a  result  really  more  con- 
structive will  be  achieved.  In  fact,  before  the  eugenics 
movement  had  begun  to  make  headway,  many  a  worker 
among  the  criminal,  degenerate,  or  diseased,  had 
observed  the  nemesis  that  follows  them  from  one 
generation  to  another,  and  had  become  persuaded 
that  for  the  good  of  society  and  the  rescue  of  imborn 
posterity  such  bUghted  lines  of  descent  should  be  cut 
off.  A  concrete  result  of  this  conviction  is  to  be  seen 
in  the  restrictive  marriage  laws  of  a  number  of  the 
American  states,  and  several  foreign  countries,  de- 
signed to  prevent  the  marriage  of  persons  afflicted 
with  epilepsy,  feeble-mindedness,   or  other  specified 
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defects  or  diseases.  A  motley  literature,  for  the 
most  part  marked  by  advocacy  of  radical  remedies, 
has  been  another  result.  An  extreme  example  of  such 
writings  is  W.  D.  McEjm's  Heredity  and  Human 
Progress,  the  author  of  which,  satisfied  "  that  heredity 
is  the  fimdamental  cause  of  himian  wretchedness," 
and  without  faith  in  the  adequacy  of  systematic  segre- 
gation to  root  out  the  evils  he  describes,  argues  for 
Nature's  method  of  elimination  by  means  of  "  a  gentle, 
painless  death,''  from  carbonic  acid  gas  asphyxiation, 
"  restricting  the  plan,  however,  to  the  very  weak  and 
the  very  vicious,"  —  idiots,  imbeciles,  most  epileptics, 
insane  or  incorrigible  criminals,  and  others  who  for 
one  grave  cause  or  another  are  now  supported  or 
detained  by  the  State.^  Saner  and  altogether  more 
impressive  is  the  argiunent  of  Dr.  Rentoul's  earnest 
book,  Race  Culture;  or,  Race  Suicide  t  in  favor  of 
surgical  sterilization  of  degenerates  and  defectives. 
The  operation  of  vasectomy,  which  Dr.  Rentoul  first 
proposed  as  a  eugenic  measure  some  years  ago,  and 
to  which  the  name  of  "  Rentoul's  operation  "  is  not 
infrequently  applied,  has  already  assumed  importance 
as  a  practical  measure.  Sterilization,  by  this  or  some 
other  method,  has  been  legalized  as  a  preventive  of 
the  procreation  of  the  imbecile,  insane,  and  criminal 
in  Indiana  (1907),  California  (1909),  Connecticut 
(1909),  and  New  Jersey  (1911).  The  results  of  this 
striking  experiment  are  thus  far  regarded  as  favorable, 
tho  experience  has  been  too  brief  and  too  limited  to 
warrant  a  final  judgment. 

1  Op.  eit..  p.  188. 
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IV 

A  quickening  of  popular  interest  has  called  forth, 
in  the  last  two  years,  a  succession  of  books  designed 
to  acquaint  the  public  with  the  scope  and  purposes 
of  eugenics. 

Of  these  books  the  first,  most  pretentious,  and 
least  successful  is  Dr.  Caleb  W.  Saleeby's  Parenthood 
and  Race  CvUure  ^  put  forward  as  ''  a  first  attempt 
to  survey  and  define  the  whole  field  of  eugenics."* 
Dr.  Saleeby  reveals  himself  as  an  enthusiast,  with  a 
touch  of  the  prophet's  fine  frenzy,  but  without  the 
measure  of  scientific  judgment  which  we  have  come 
to  demand  even  of  prophets  when  they  venture  into 
such  difficult  and  vital  subjects.  His  central  theme 
—  an  assumption,  supported  by  an  aphorism  taken 
from  Ruskin  —  is  the  supreme  importance  of  life  and 
the  renewal  of  life,  which  importance  he  sees  reflected 
upon  eugenics  and  its  thought  for  the  life  of  posterity. 
This  view-point  gives  a  semblance  of  unity  to  the 
book,  and  certainly  saves  it  from  becoming  a  mere 
adaptation  of  biological  commonplaces.  But  the 
unity  is  that  of  an  id4e  fixe,  rather  than  of  a  systematic 
presentation.  ''  I  claim  for  eugenics  that  it  is  the 
final  and  only  judge  of  all  proposals  and  principles, 
however  labelled,  new  or  old,  orthodox  or  heterodox."  * 
Rendering  such  blinking  allegiance  to  an  emotional 
half-truth,  Dr.  Saleeby  cannot  be  judicial.  He  plays 
fast  and  loose  with  his  premises;  bases  his  rules  for 
conduct  now  on  custom,  now  on  utility,  now  on  mys- 
ticism, as  the  course  of  the  argument  suggests;  and 
shows  himself  impleasantly  intolerant  of  those  who, 

1  Puenthood  and  Race  Culture.  An  Outline  of  Eugenloe.  London  (CaaMll  St 
Co.),  and  New  York  (Moffat.  Yard  A  Co.).  1009. 

*  Prefaoe,  p.  ▼!!.  *  Preface,  p.  Is. 
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not  having  taken  the  precaution  to  beg  the  question 
at  the  outset,  encounter  difficulties  in  the  eugenic 
program.  The  total  impression  is  of  sentiment  rather 
than  of  science.  And  yet  one  would  not  deny  to  Dr. 
Saleeby  the  virtues  of  his  defects.  After  all,  eugenics 
rightfully  has  its  need  for  emotional  appeal,  provided 
ordinary  reasonableness  is  not  violated.  In  protesting 
against  the  mere  germ-plasm  ideal  of  motherhood 
and  in  magnifjdng  the  eugenic  r61e  of  woman  the 
book  provides  a  just  corrective  against  the  too  im- 
personal drift  of  much  that  is  more  critically  written. 
The  chapters  on  The  Racial  Poisons,  strongly  influ- 
enced by  the  author's  experience  and  outlook  as  a 
physician,  are  interesting  and  in  many  respects  ser- 
viceable; despite  the  fact  that  at  the  very  point  where 
the  discussion  becomes  most  concrete  and  documentary, 
in  treating  of  the  racial  degeneracy  due  to  alcohol,  it 
imluckily  runs  upon  controversial  groimd  and  finds 
itself  opposed  by  the  conclusions  of  the  Pearson  school. 
Throughout  are  excellences  of  detail.  There  is  a  sane 
conservatism,  however  it  may  have  been  arrived  at, 
in  the  author's  disapproval  of  chloroform  and  other 
violent  expedients;  in  his  coolness  toward  fantastic 
projects  of  constructive  eugenic  selection;  in  his 
reliance  for  the  present  upon  obvious  restrictive 
measures.  A  certain  vivid  earnestness  is  in  his  style, 
at  its  best.  Heard  as  separate  lectures,  not  a  few 
passages  would  well  serve  to  awaken  in  the  auditor 
a  sjrmpathetic  desire  to  learn  more.  Dr.  Saleeby  has 
many  of  the  qualifications  of  a  successful  popularizer. 
But  his  attempt  at  a  systematic  treatise  failed. 

Very  different  in  plan  and  in  temper  is  Mr.  and 
Mrs.  Whetham's  book.  The  Family  and  the  Nation.^ 

1  The  Family  and  the  Nation.  A  Study  In  Natural  Inheritance  and  Sodal  Re- 
■ponatblUty.  By  WUllam  Cecil  Dampler  Whetham  and  Catherine  Dumlng  Whetham 
his  Wife.    London  and  New  York:  Loncmana,  Green  A  Co.,  1009. 
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Here  is  no  attempt  at  a  systematic  formulation  of 
eugenics.  Instead,  we  find  first  a  review  of  the  prin- 
ciples of  heredity  and  variation  appUcable  to  man, 
and  then  a  simple  study  of  the  adversely  selective 
birth-rate  of  present-day  England,  and  its  menace 
to  racial  quality.  The  treatment  of  heredity  is  spread 
thin,  suggesting  a  fear  of  leaving  some  hopeful  theory 
unmentioned  rather  than  a  convinced  sense  of  pro- 
portion and  emphasis.  The  Mendelian  view  of  the 
subject  on  the  whole  prevails.  Niunerous  charted 
pedigrees  showing  the  inheritance  of  defects  and 
abilities  constitute  an  excellent  feature  and  offer  an 
easy  transition  to  the  topic  of  the  rise  and  decline  of 
families.  A  browsiug  research  in  the  peerage  and 
elsewhere  yields  family  records  which  certainly  surest 
the  rectdrence  of  inherited  aptitudes,  tho  they  do  not 
amount  to  demonstration.  With  this  evidence  of 
the  sustained  high  records  of  distinguished  stocks, 
and  with  the  assiunption  ''  that  success  in  life  indi- 
cates ability,  and  that  ability  is  a  desirable  possession 
for  a  race,'^  ^  the  authors  proceed  to  discuss  the  selec- 
tive effects  of  a  differential  birth-rate.  Their  analysis 
of  some  of  the  influences  which  work,  through  the 
possibility  of  voluntary  restriction  of  births,  to  bring 
about  the  virtual  extinction  of  successful  families, 
is  more  than  ordinarily  well  done,  and  is  sympathetic 
and  wise  enough  to  recognize  motives  in  themselves 
worthy,  however  misplaced,  among  the  factors  of  so 
lamentable  a  result.  Such  are  ''  the  feeling  of  over- 
whelming responsibility  towards  possible  children"* 
and  the  accompanying  blindness  to  the  larger  responsi- 
bility toward  all  posterity;  the  excessive  pursuit  of 
travel  and  out-of-door  sports;  the  desire  to  better 
the  position  of  woman  rather  by  transplanting  her 

1  p.  Idi.  •  Op.  olt..  p.  181. 
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interests  from  a  home  life  that  has  not  always  been 
held  in  just  estimation,  than  by  raising  her  race-mother- 
hood to  the  high  place  of  honor  which  eugenics  de- 
mands for  it.  To  correct  these  mistaken  ideals,  and 
others  less  defensible,  is  plainly  the  central  pmrpose  of 
the  book.  Elsewhere  are  proposals  to  '^  segregate  the 
worst  types  of  the  feeble-minded,  the  habitual  criminal, 
and  the  hopeless  pauper,''  ^  or,  entering  on  the  more 
hazardous  ground  of  positive  eugenics,  to  try,  perhaps, 
tax  exemptions  in  favor  of  income  spent  in  the  edu- 
cation of  children,  or  endowments  of  young  women 
who  seem  possessed  of  exceptional  qualifications  for 
parenthood.  But  these  are  slight  and  incidental; 
the  lesson  which  the  authors  would  convey  is  the 
broad  lesson  that  so  long  as  the  size  of  families  de- 
clines in  those  lines  of  descent  which  have  been  marked 
by  manifest  ability,  so  long  the  nation  will  decline 
through  loss  in  power  of  achievement.  This  is  no  new 
idea,  to  be  sure;  nor  is  it  very  critically  stated.  The 
whole  book  may  be  described,  partly  in  commenda- 
tion and  partly  in  censure,  as  amateur.  Mr.  Whetham 
is  a  scholar  and  writer  of  distinction  in  other  fields  of 
science,  and  both  he  and  his  wife  are  parents  who  give 
thought  to  their  honorable  calling.  But  in  biology 
and  the  social  sdences,  so  far  as  appears,  they  speak 
with  no  special  authority.  Judged  as  an  original 
scientific  contribution  their  book  would  be  nearly 
negligible.  One  is  moved  to  judge  it  otherwise  on 
account  of  its  general  good  sense,  its  pleasant,  readable 
style,  and  its  lack  of  pretension  to  be  more  than  it  is. 
In  addition  to  these  virtues,  it  has  the  appeal  char- 
acteristic of  writings  by  those  who  are  sincerely  and 
earnestly  interested  in  their  work,  and  th^^ore 
interesting. 

I  Ibid.,  p.  212. 
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From  the  pen  of  an  American  biologist  comes  the 
book  next  to  be  considered,  The  Social  Direction  of 
Human  Evolution;  An  Outline  of  the  Science  of  Eugenr- 
ic8y^  by  Professor  William  E.  Kellicott,  of  Goucher 
College.  Aiming  at  neither  originality  nor  exhaus- 
tiveness,  Professor  Kellicott  has  expanded  the  sub- 
stance of  three  lectures  on  eugenics  to  the  compass  of 
a  small  volimie  in  which  he  attempts  briefly  and  sug- 
gestively to  set  forth  the  present  status  of  the  science. 
Through  the  social  generahties  of  his  introductory 
section  on  the  sources  and  aims  of  eugenics  he  makes 
his  way  passably  well,  but  without  distinction,  to  the 
biological  topics  with  which  he  is  more  at  home.  Even 
there,  his  discussion  of  variation  is  likely  to  seem 
dreary  and  unmeaning  to  the  layman  who  has  yet  to 
learn  its  full  significance  for  the  question  at  issue. 
But  once  the  subject  of  heredity  is  reached  the  treat- 
ment becomes  decidedly  interesting.  The  Mendelian 
formulation  is  made  clear  with  the  aid  of  admirable 
diagrams.  The  "  actuarial  methods "  of  the  bio- 
metric  school,  and  the  concepts  of  continuous  varia- 
tion, normal  frequency,  regression,  and  correlation, 
which  they  involve,  are  outlined  with  no  Uttle  skill. 
As  between  these  two  interpretations  the  author 
declares  for  the  Mendelian  as  "  obviously  of  much  the 
greater  importance  on  account  of  its  more  exact, 
more  particular  character,"  and  because  ''  its  greater 
definiteness  gives  it  a  value  in  the  treatment  of 
eugenics  that  statistical  statements  must  inherently 
lack."  *  Yet  he  is  of  opinion  that  the  two  schools 
are  not  irreconcilably  at  odds:  that  rather  the  bio- 
metricians  are  but  dealing  in  the  mass  with  the  same 
phenomena  which  the  Mendelians  study  in  individual 

t  New  York  and  London:  D.  Apploton  &  Co.,  1911. 
>  Op.  cit.,  p.  81. 
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detail.  Hence,  until  the  complex  human  traits  which 
now  baffle  MendeUan  analjrsis  are  differentiated  into 
component  unit  characters,  the  actuarial  method 
may  be  profitably  used  to  reveal  a  statistical  prepon- 
derance of  hereditary  influences  the  separate  operation 
of  which  is  not  yet  known.  Unfortunately,  evidence 
on  human  heredity  is  still  largely  of  the  statistical 
sort.  But  with  reference  to  many  abilities  and  defects 
the  testimony  of  pedigree  charts  is  already  impres- 
sively clear.  Niunerous  diagrams  of  this  kind  illus- 
trate the  final  section  of  the  book,  on  Human  Heredity 
and  the  Eugenic  Program.  It  is  doubtful  if  any  other 
statement  of  the  case  for  eugenics  could  make  such 
eloquent  appeal  as  these  simple  diagrams  in  which 
the  mark  of  deaf-mutism  or  feeble-mindedness  or 
some  other  grave  and  persistent  infiirmity  blackens 
the  whole  page  of  a  family's  history,  generation  after 
generation.  Professor  Kellicott  does  not  confine  him- 
self to  demonstrations  of  defect.  He  borrows  from 
the  Whethams'  book  their  graphic  charted  records  of 
able  famiUes.  His  program  of  social  reform,  however, 
is  preponderantly  restrictive:  "In  concrete  eugenic 
practice  it  seems  probable  that  most  can  be  accom- 
plished for  the  present  by  striving  to  limit  the  mul- 
tiplication of  the  undesirable,  dependent,  or  dangerous 
elements  of  the  social  group.  There  can  be  less  un- 
certainty here."^  This  note  of  conservatism  is  for  the 
most  part  sustained  in  the  more  specific  proposals 
for  reforms  and  in  the  reassertion  of  our  great  need 
for  further  knowledge  of  heredity.  The  conservatism, 
it  must  be  admitted,  is  the  conservatism  of  the  biologist : 
insistence  on  the  necessity  of  exact  biological  knowledge, 
coupled  with  much  of  the  unthinking  assurance  that, 
once  such  knowledge  is  attained,  only  comparatively 

>  Ibid.,  p.  283. 
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trivial  perplexities  remain  to  obscure  the  way  of.  the 
social  reformer.  Professor  Kellicott,  entering  on  so 
wide  a  subject,  has  not  wholly  escaped  the  provin- 
cialism of  a  specialist.  Notwithstanding,  he  has 
produced  a  book  better  adapted  to  serve  as  a  general, 
readable,  introduction  to  the  contemporary  literature 
of  eugenics  than  any  other  which  has  thus  far  appeared. 

Most  recent  of  the  works  here  to  be  considered  is 
Dr.  Charles  B.  Davenport's  forthcoming  Race  Irrir 
provement  through  Eugenica.^  Dr.  Davenport's  con- 
nection with  the  Eugenics  Record  Office,  as  well  as 
the  direct,  tangible,  quality  of  his  earlier  booklet  on 
Eugenics:  The  Science  of  Human  Improvement  by  Better 
Breeding  *  gave  promise  that  his  further  writings  would 
add  a  distinctive  element  to  existing  eugenic  literature. 
That  expectation  is  now  in  a  measiu'e  reaJized.  Because 
of  the  unique  character  of  certain  parts  of  the  book, 
a  special  discussion  of  its  method  may  be  permitted. 

By  way  of  preliminary  it  must  be  said  thht  the  book 
does  not  afford  a  good,  comprehensive  exposition  of 
eugenics  as  the  study  has  ordinarily  been  interpreted. 
It  is  abrupt,  rather  scattering,  and  by  no  means  always 
carefully  worked  out.  Moreover,  it  is  partisan,  in 
the  sense  that  its  author  is  so  committed  to  the  current 
Mendelian  interpretation  of  heredity  and  to  the 
method  of  pedigree  study,  as  indicating  what  the 
principles  of  heredity  are,  that  the  characteristic 
view-point  of  the  Galtonian  school  is  almost  ignored. 
The  partisan  quality,  however,  shown  in  the  extreme 
to  which  the  author  has  thus  gone  in  holding  to 
one  dominant  group  of  biological  assumptions  and 
conclusions  (for  the  two  are  hard  to  distinguish),  is 
precisely  what  gives  to  his  work  its  chief  significance. 

1  The  diaeuarion  of  this  book  1«  baaed  on  a  readlzig  of  advance  sheets  kindly  fur- 
by  the  publishers,  Messrs.  Henry  Holt  ft  Co.,  New  York. 

*  New  York:  Heniy  Holt  ft  Co.,  1010. 
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The  heart  of  the  volume,  as  well  as  substantially 
half  its  bulk,  is  in  the  long  chapter  on  The  Inheritance 
of  Family  Traits.  Earlier  chapters  have  emphasized 
the  primary  concern  of  the  eugenist  for  more  intelli- 
gent marriage  selection,  and  announced  definite  ad- 
herence to  the  imit-character  theory,  which  regards 
persons,  with  reference  to  heredity,  not  as  individuals, 
but  as  transmitters  of  a  set  of  specific  traits,  borne 
on  in  latent  potentiality  as  "  determiners "  in  the 
germ  substance,  through  long  ancestry,  and  revealed, 
indivisibly,  but  alternatively,  according  to  some  partly 
discovered  law,  in  the  characteristics  of  posterity. 
Obviously  next  in  order  is  a  catalogue  of  imit  characters 
and  their  manifestations  and  behavior,  so  far  as  known. 
This  catalogue,  in  surprising  comprehensiveness,  the 
chapter  now  imder  review  affords.  Hereditary  char- 
acteristics are  here  discussed  under  no  fewer  than 
forty-one  heads,  with  nmnerous  sub-headings.  The 
list  comprises,  among  others,  such  traits  as  color  of 
eyes,  hair,  and  skin;  stature;  weight;  special  ability 
in  music,  drawing  and  painting,  literary  composition, 
calculating,  memorizing;  general  bodily  energy;  general 
bodily  strength;  general  mental  ability;  epilepsy; 
insanity;  pauperism;  criminality;  various  forms  of 
nervous  disease;  defects  of  speech,  sight,  and  hearing; 
cancer;  tuberculosis;  pneumonia;  skeletal  deformi- 
ties; and  so  on.  Supplementing  the  text  and  greatly 
increasing  its  value,  charts  and  diagrams  have  been 
utilized  to  an  extent  unprecedented  in  popular  trea- 
tises on  eugenics.  The  cogency  of  this  array  of  evi- 
dence is,  however,  by  no  means  uniform.  On  the 
heredity  of  eye-color,  Huntington's  chorea,  or  color- 
blindness, to  take  a  few  examples,  the  cumulative 
and  mutually  confirmatory  results  of  independent 
researches  have  established  highly  definite  conclusions. 
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ConcemiBg  deaf-mutism,  feeble-mindedness,  and  cer- 
tain mental  diseases,  the  fact  of  heredity  is  vividly 
demonstrated,  and  the  manner  of  inheritance  is  suffi- 
ciently revealed  to  give  ground  for  adoption  of  practical 
measures  of  reform.  But  when  deductions  relative 
to  body-weight  are  drawn  from  the  records  of  four 
to  six  families,  with  an  aggregate  of  fifteen,  or  twenty- 
three,  or  twenty-fieven  children;  or  when  particular 
mental  abilities,  only  vaguely  definable,  are  investi- 
gated on  the  basis  of  reports  upon  family  traits  by 
persons  whose  good  intentions  do  not  make  them 
experts  and  may  unconsciously  make  them  biased 
observers  —  then  the  result  is  of  very  much  less  scien- 
tific credibility.  Dr.  Davenport  is  by  no  means 
blind  to  the  imeven  value  of  his  material;  but  his 
own  estimate  of  its  vaUdity  is  not  always  clear.  A 
large  proportion  of  the  generalizations  in  this  chapter 
which  are  introduced  by  such  phrases  as  ''  there  is 
no  doubt,"  or  "  the  conclusion  seems  justified,"  are 
in  fact  far  from  convincing.  The  critical  reader  feels 
that  inferences  from  weak  evidence  have  been  ventured 
with  tacit  reUance  on  the  analogy  of  apparently  similar 
instances  in  cases  where  the  evidence  is  strong.  Doubt- 
less such  procedure  is  permissible  if  it  is  not  carried 
too  far.  So  many  himian  quaUties  have  been  shown 
to  be  hereditary  that  heredity  may  not  unreasonably 
be  presumed  to  influence  all  human  qualities.  The 
unit-character  concept  and  the  hypothesis  of  the 
presence  or  absence  of  specific  determiners  have  so 
satisfactorily  explained  many  phenomena  of  inherit- 
ance that  it  is  but  reasonable  to  beUeve  they  will 
be  found  applicable  to  many  others.  Nevertheless, 
where  the  applicability  is  not  yet  proven  and  where 
the  unit  characters  themselves  are  not  adequately 
disentangled  —  as   in    such    an    apparently   complex 
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instance  as  that  of  ''  general  mental  ability  "  —  one 
may  well  be  chary  of  recognizing  a  ''  Mendelian  ratio  '' 
"  within  the  error  of  the  method."  If  Dr.  Davenport 
had  classified  his  evidence  differently,  and  had  gathered 
together  his  dubious  conclusions  in  a  section  by  them- 
selves instead  of  scattering  them  topically  among 
the  less  debatable  results,  his  compilation  would  be 
more  satisfactory  to  exacting  readers,  and  would  have 
set  before  the  lay  public  a  clearer  example  of  the 
scientific  discrimination  which  eugenics  so  much  needs. 
As  it  is,  he  may  expect  the  opposition  of  those  who 
are  not  Mendelians  and  a  somewhat  qualified  assent 
from  the  more  conservative  of  those  who  are.  But 
to  persons  willing  to  base  eugenic  conduct  on  more 
or  less  conjectinral  data  he  has  given  much  reason  for 
very  serious  thought  and  no  little  reason  for  definite 
action. 

The  later  chapters,  tho  they  are  on  the  whole  of 
secondary  importance,  contain  several  novel  and 
interesting  suggestions  directly  traceable  to  the  Men- 
delian view-point  from  which  the  book  is  written. 
Thus  the  principle  of  the  dominance  or  recessiveness 
of  characteristics  lends  new  significance  to  migration 
and  to  the  opposite  condition  of  settled  life  in  isolated 
localities;  since  "  negative  traits  multiply  most  in 
long  established  and  stable  communities  where  much 
inbreeding  occurs,  while  positive  traits  are  increased 
by  emigration,  as  a  fire  is  spread  by  the  wind  that 
scatters  firebrands."  The  heavy  incidence  of  deaf- 
mutism  or  feeble-mindedness  in  out-of-the-way  settle- 
ments results  from  the  intermarriage  of  relatives  in 
whose  germ-plasm  the  particular  defect  is  latent. 
It  is,  indeed,  with  reference  to  recessive  defects  that 
consanguineous  marriages  in  general  are  dangerous* 
But  altho  the  latency  of  defects  in  a  stock  apparently 
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normal  is  the  source  of  insidious  danger  when  the 
family  records  are  imknown^  this  same  phenomenon 
of  recessivity  oSem  one  means  of  eliminating  defects 
from  the  population  without  resort  to  sterilization 
or  segregation  or  other  radical  measures.  For  so 
long  as  either  parent  comes  of  a  stock  free  from  a 
given  recessive  defect,  the  presence  of  that  defect 
in  the  other  parent  will  be  without  adverse  influence 
on  the  children  or  on  any  descendants  so  long  as  no 
intermarriages  with  similarly  defective  stock  take 
place.  In  this  way  rational  eugenic  marriages  might 
\eep  indefinitely  in  abeyance  many  grave  disabilities. 
Such  control,  however,  becomes  possible  only  when 
scientific  family  pedigrees  are  regularly  available.  It 
IS  imattainable  if  human  traits  are  reckoned  in  masses 
and  averages,  without  regard  for  the  special  evidence 
of  each  individual's  own  ancestry. 

Outside  of  England  and  the  United  States  one 
meets  with  comparatively  few  contributions  to  the 
literature  of  eugenics  in  the  strict  sense  —  the  eugenics 
which  takes  its  name  and  its  view-point  from  Francis 
Gaiton.  Undoubtedly  the  eugenics  movement  has 
been  influenced  by  such  products  of  European  thought 
as  the  Italian  studies  in  congenital  genius  and  crimi- 
nality, or  the  demography  and  public  hygiene  of  more 
than  one  continental  country,  to  say  nothing  of  Mendel 
or  Weismann.  It  is  true,  too,  that  in  the  years  of 
Galton's  earlier  writings  more  than  one  important 
book  of  kindred  purpose  came  out  of  France.  Ribot's 
UHiridiU  psychologique  (1873),  Jacoby's  Etudes  sur 
la  selection  dans  ses  rapports  avec  VlUridiU  chez  Vhomme 
(1881),  and  Guyau's  Education  et  h^ridiU  (1889), 
deserve  mention  among  the  older  studies  into  the 
Jieredity  of  himxan  characteristics.    Yet  on  the  whole 
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the  French,  with  their  own  special  population  problem 
to  concern  them,  have  been  busied  with  questions  of 
nimibers  and  have  done  little  to  advance  the  selective 
improvement  of  quality.  Germany,  with  its  Raaserin 
hiologie,  has  contributed  much  more.  And  tho  the 
writings  of  this  school  are  too  extensive  and  too  much 
a  special  literature  by  themselves  for  any  detailed 
analysis  here,  their  importance  as  a  supplement  and 
corrective  to  the  narrowness  of  much  that  is  written 
on  eugenics  demands  for  them  at  least  passing  notice. 
The  publication,  in  1889,  of  Georg  Hansen's  Die 
drei  BevoUcerungsstufen  gave  currency  to  a  stimulating 
theory  of  national  exhaustion  and  decline  resulting 
from  the  constant  indraft  of  population  from  the 
country  to  the  towns,  where,  as  was  now  alleged,  the 
vigor  of  the  coimtry-bom  raised  them  for  a  time  into 
active,  dominant  eflSciency  in  city  life,  from  which 
they  were  doomed  to  fall,  exhausted  by  a  generation 
or  two  amid  city  conditions,  toward  extinction  in  the 
lowest  levels  of  the  proletariat.  Almost  simultan* 
eously  with  the  appearance  of  Hansen's  work.  Otto 
Ammon  of  Karlsruhe,  pursuing  anthropological  re- 
searches in  the  recruiting  statistics  of  Baden,  was 
led  by  the  evidence  of  measurements  of  the  cephalic 
index  to  conclude  that  the  long-headed  Teutonic 
race  responds  in  a  marked  degree  to  the  attraction 
of  the  towns,  where,  of  course,  it  is  subject  to  whatever 
deleterious  conditions  attach  to  urban  life.  In  this 
cityward  drift  of  the  Teuton,  who  has  so  long  been 
the  active  and  energetic  factor  in  history,  it  was  not 
difficult  to  read  a  prophecy  of  racial  decline,  and  to 
find  justification  for  a  crude  social  and  political  phi- 
losophy claiming  the  support  of  the  principles  of  natural 
selection.  Such  an  interpretation,  in  suggestive  but 
uncritical  form,  was  offered  in  Ammon's  later  work, 
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Die  OesseUschaftscrdnung  und  ihre  naturlichen  Grund- 
lagen,  first  published  in  1895.  From  France,  almost 
simultaneously,  came  Lapouge's  Lea  selections  sociales  ; 
a  brilliant  but  eccentric  book,  tracing  the  vicissitudes 
of  races  subjected  to  the  selective  influences  of  war, 
political  and  economic  life,  religion,  law;  and  con- 
sidering the  possibilities  of  systematic  selection  with 
the  purpose  of  racial  improvement.  A  journal,  the 
Politisch-Anthropologische  Revue,  established  in  1902, 
testified  to  the  growing  interest  in  the  new  application 
of  anthropology  to  social  problems.  But  this  interest 
still  lacked  the  counterpoise  of  a  due  scientific  dis- 
crimination: the  writings  of  laymen  who  ventured 
on  the  difilcult  groimd  of  race  biology  commanded 
attention  because  of  the  appeal  of  their  subject,  while 
the  works  of  competent  investigators,  scattered  through 
various  technical  journals,  failed  of  a  proper  effect. 
With  the  express  pxupose  of  remedying  this  situation 
the  excellent  Archiv  ftir  Rassen-  imd  Gessellschafts- 
Biologie  was  founded  in  1904,  as  a  means  of  bringing 
together  whatever  studies  by  biologists,  physicians, 
anthropologists,  sociologists,  economists,  jurists,  his- 
torians, or  others,  might  converge  on  the  common, 
central  topic  of  the  life  and  development  of  the  race. 
The  Archiv  continues  as  it  b^an,  imder  the  editor- 
ship of  Dr.  Alfred  Ploetz,  president  of  the  Deutsche 
Gesellschaft  fllr  Rassenhygiene. 

Another  important  series  of  publications  which 
has  been  supposed  in  some  measure  to  owe  its  exist- 
ence to  the  influence  of  Anunon's  social  theories  is 
the  group  of  prize  essays  issued  with  the  collective 
title  NatuT  und  Stoat.  Under  the  distinguished  aus- 
pices of  Professors  Haeckel,  Conrad,  and  Fraas,  prizes 
to  the  extent  of  30,000  marks  were  offered,  in  1900, 
for  essays  on  the  enigmatical  theme:  ^'  Was  lemen  wir 
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aus  den  Principien  der  Descendenztheorie  in  Bezie- 
hiing  auf  die  innerpolitische  Entwickelimg  und  Gesetz- 
gebiing  der  Staaten  ?  "  The  vagueness  of  the  topic 
was  made  even  more  puzzling  by  specifications  sub- 
joined to  it,  requiring  of  competitors  an  exposition 
of  the  principles  of  heredity  and  historical  examples 
of  the  adaptive  modifications  of  political  and  social 
tradition  —  a  mixture,  that  is  to  say,  of  biological 
fact  with  sociological  analogy.  The  announcement 
of  the  prize  laid  the  greater  stress  on  the  sociological 
interpretation;  the  principles  which  actually  deter- 
mined the  award  apparently  reversed  this  emphasis. 
As  might  have  been  expected,  the  contributions  w^^ 
various  in  scope  and  too  often  disjointed  in  treatment. 
However,  two  at  least  of  the  essays  which  the  com- 
petition called  forth  —  Schallmayer's  Vererhung  und 
Avslese  im  Lebenslavf  der  VolkeTy  which  was  awarded 
the  first  prize,  and  Woltmann's  Politische  Anihropoir 
ogie,  which  failed  of  an  award  and  was  published 
independently  —  made  substantial  contribution  to  the 
biology  of  society.  Apart  from  whatever  of  originality 
these  books  may  contain,  they  are  interesting  as 
systematic  attempts  to  interpret  the  reversed  selection 
which  results  from  the  civilized  mode  of  living,  and 
to  reconcile  proposals  of  artificial  and  corrective 
selection  with  the  imperative  laws  of  the  natural 
process  which  has  been  only  in  part  evaded  and  thrust 
aside.  Not  the  least  service  which  the  prize  essays  in 
general  have  performed  was  to  call  forth  the  scholarly 
critique  by  Professor  Tonnies,  "  Zur  naturwissenschaft- 
lichen  Gesellschaftslehre,"  ^  which,  with  Schallmayer's 
spirited  reply,*  illuminates  many  of  the  inherent 
difficulties  of  a  eugenic  program,  by  whatever  name 
it  may  be  called. 

>  Jahrbuoh  fOr  QMetigebung,  etpeetaUy  29  Jahrgm&c,  pp.  27-101. 
I  Ibid..  30  Jahrgm&c.  pp.  421-i60. 
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A  review  of  what  has  been  accomplished  in  the  field 
of  eugenics  during  the  last  decade  clearly  reveals  that 
most  of  the  solid  writing  and  of  the  really  scientific 
and  useful  work  has  come  from  biologists.  The 
competent  student  of  economic  and  social  questions 
has  rendered  comparatively  little  aid.  Perhaps  until 
now  his  abstention  from  the  discussion  has  been  wise. 
Experts  were  not  needed  to  repeat  the  memorable 
suggestion  that  a  civilization  which  should  acquire 
control  over  the  qualities  of  the  human  breed  might 
thereby  control  human  welfare  also.  That  suggestion, 
vital  in  itself,  has  been  readily  enough  kept  ^ve  by 
the  conviction  of  the  inexpert  that  anything  is  the 
better  for  tinkering;  and  in  the  meantime  the  biol- 
ogists, called  upon  to  answer  in  terms  of  the  laws  of 
heredity  whether  such  modification  of  mankind  is 
possible,  have  been  coming  more  and  more  to  the 
conviction  that  whoever  can  determine  marriage 
selection  in  the  present  will  determine,  within  large 
limits,  the  physique  and  intellect  of  the  future,  and 
will  become  in  a  new  sense  the  maker  of  history.  But 
in  proportion  as  the  biologist  foreshadows  the  physical 
possibilities  of  heredity  and  selection,  the  want  grows 
for  wisdom  with  which  to  utilize  them.  What  sort 
of  history,  then,  is  best  worth  the  making  ?  What 
sort  of  history  does  it  lie  within  our  power  to  bring 
to  pass  ?  Is  this  momentous  marriage  selection,  from 
motives  half  rational,  half  mystical,  in  their  veneration 
of  the  continuance  of  life,  to  prevail  in  spite  of  popular 
ignorance  and  passion  ?  Or,  leaving  this  question 
of  practicability  for  experience  to  decide,  is  it  after  all 
sensible  to  burden  the  present  generation  with  concern 
for  generations  of  the  future  whose  needs  we  can 
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hardly  foretell;  and,  in  subservience  to  the  science 
of  the  day,  to  repudiate  instinct  older  than  all  human 
experience  by  "  falling  in  love  intelligently  "  ?  ^  We 
have  need  of  a  social  philosophy  to  tell  us  how  far 
eugenic  reforms  are  reasonable  and  worth  while. 

Even  in  its  broadly  biological  aspects  eugenics  is 
involved  in  the  long-standing  demarcation  dispute 
over  the  respective  jurisdictions  of  man's  artificial 
control  and  the  unmodified  course  of  natural  evolu- 
tion. Less  than  twenty  years  ago  one  of  the  greatest 
of  biologists,  writing  on  this  very  subject,  declared 
in  no  uncertain  terms  his  disbeUef  in  the  practice  of 
artificial  selection,  as  a  means  of  human  betterment, 
by  reformers  who  would  eliminate  the  weak  and  un- 
fortunate, and  *'  on  whose  matrimonial  undertakings 
the  principles  of  the  stud  have  the  chief  influence."  * 
Knowledge  has  grown,  no  doubt,  since  EvolvtUm  and 
Ethics  was  written,  and  new  discoveries  have  gone 
far  to  discredit  Huxley's  belittlement  of  the  potency 
of  human  selective  agencies.  The  details  of  the 
biological  mechanism  by  which  changes  are  effected 
have  become  far  better  known.  More  dubious  is  the 
question  how  much  advance  has  been  made  toward  a 
wise  guidance  of  such  agencies.  For  Huxley,  there 
was  "  no  hope  that  mere  human  beings  will  ever  possess 
enough  inteUigence  to  select  the  fittest."  ^  Possibly 
the  social  consciousness  of  a  people  is  an  abler  guide 
than  he  recognized.  Perhaps,  altho  the  fittest  state 
of  society  is  beyond  our  perception,  we  may  achieve 
by  means  of  eugenic  selection  a  succession  of  experi- 
mental changes  which  seem  to  us  for  the  better.  But 
still  the  order  of  nature  decrees  that  eugenic  experi- 

>  Of.  Davenport.  Eugenics,  oh.  1.  §3. 

>  Huxley,  Evolution  and  Ethics,  Prolegomena,  p.  87. 
a  Ibid.,  p.  84. 
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ments  made  in  haste  are  repented  at  leisure.  The 
eugenist  who  modifies  the  race  type  in  the  present 
predetermines  for  better  or  worse  the  mental  and 
physical  endowment  of  distant  posterity.  In  the 
final  analysis,  eugenics,  like  other  attempts  at  lasting 
reform,  must  move  with  the  stream  of  processes  which 
preceded  human  intervention  and  limit  it  still. 

Yet  in  such  a  stream  a  steered  course  may  well  be 
better  than  mere  drifting.  Traits  that  have  shown 
themselves  the  constant  sources  of  weakness  and 
suffering  for  generations,  or  through  successive  cultiure 
epodis,  seem  authoritatively  marked  by  the  protest 
of  nature  as  proper  for  extirpation.  When,  on  the 
other  hand,  physical  organs  or  mental  capacities  of 
fundamental  importance  in  modem  life  show  signs 
of  failing  under  the  burden  of  the  civilization  which 
has  been  built  like  a  superstructure  upon  them,  the 
continuance  of  the  present  manner  of  civilization 
demands  a  strengthening  of  these,  its  organic  foun- 
dations. So  much  may  be  hazarded,  in  generaUza- 
tion,  touching  the  cases  in  which  eugenic  initiative 
is  compatible  with  natural  selection.  But  the  eugenist 
in  action  must  always  proceed  with  the  caution  of 
one  who  reckons  with  the  inscrutable. 

If  the  task  of  eugenics  were  to  establish  a  new  aris- 
tocracy of  inborn  ability,  the  prospect  of  success  would 
be  less  obscure.  The  historical  institutions  of  ruling 
castes  and  hereditary  nobilities  have  shown  that  the 
special  capacity  which  in  one  generation  after  another 
can  seize  and  retain  for  itself  special  opportunity  has 
long  been  competent  to  raise  the  family  hne  of  its 
possessors  above  their  less  favored  fellow-men.  Now 
modem  biology,  from  a  new  standpoint  and  with 
new  significance,  reasserts  the  privilege  of  birth.  It 
is  not  surprising,  therefore,  that  writers  from  Galton 
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down,  arguing  for  the  eugenic  selection  which  shall 
perpetuate  and  intensify  exceptional  ability,  have 
virtually  proposed  an  aristocratic  social  order  of  a 
novel  kind.  But  every  preferment  of  the  abler  mem- 
bers of  a  community  is  tantamount  to  a  degradation 
of  the  less  gifted.  To  create  an  exclusive  caste  founded 
on  eugenic  superiority  would  be  to  intensify  the  un- 
happiness  of  such  persons  as  are  already  inferior. 
The  principle  of  the  survival  of  the  fittest  normally 
involves  wholesale  sacrifice  of  the  unfit;  but  such 
unmitigated  rigor  of  selection  does  not  commend  itself 
as  a  humane  method  of  social  ameUoration.  Nor  is  the 
temper  of  the  times  favorable  to  aristocracies  of  any 
sort.  It  calls  for  a  general  betterment  of  the  whole 
mass  of  mankind. 

Can  eugenics  bring  to  pass  this  universal  improve- 
ment ?  Probably  many  a  devoted  follower  of  the 
caulse  has  assumed  that  if  its  benefits  can  be  realized 
by  any  they  might  be  extended  to  all.  Such  was  the 
vision  of  Greg: 

Every  damaged  or  inferior  temperament  might  be  eliminated,  and 
every  special  and  superior  one  be  selected  and  enthroned,  till  the 
human  race,  both  in  its  manhood  and  its  womanhood,  became 
one  glorious  fellowship  of  saints,  sages  and  athletes;  till  we  were 
all  Blondins,  all  Shakespeares,  Pericles',  Socrates',  Columbuses, 
and  F^nelons.^ 

But  to  hold  such  opinions  is  to  ignore  the  relativity 
of  success,  and  to  miss  the  very  meaning  of  eminence. 
In  a  world  of  Blondins  a  tight-rope  walker  would 
command  no  profit  or  applause.  A  world  of  great 
teachers  would  lack  for  pupils  to  be  taught.  The 
unknown  continent  which  every  one  had  found  could 
hardly  immortalize  its  multitudinous  discoverers.  Nor 
could  any  one  master-dramatist  make  mankind  his 

I  Eniimaa  of  life,  p.  112. 
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audience  so  long  as  all  clamored  with  equal  right  for 
hearing.  Unfortunately,  too  often  we  overlook,  m 
our  projects  of  reform,  the  comparative  character 
of  individual  attainments  and  individual  happiness. 
We  bemoan  the  rarity  of  greatness,  forgetting  how 
largely  the  exceptional  individuals  whom  we  call 
great  are  great  because  they  are  exceptional.  If, 
then,  we  are  to  elevate  a  whole  community,  we  must 
work  by  a  standard  free  from  the  element  of  invidi- 
ousness;  for  no  social  reform  can  achieve  a  general 
improvement  of  men's  positions  relative  to  the  posi- 
tions of  their  fellow-men.^ 

Apparently  then,  eugenic  selection  is  concerned 
not  with  the  conditions  of  eminence  but  with  the  con- 
ditions of  efficiency.  It  must  work  for  the  internal 
efficiency  which  we  roughly  call  sanity  and  a  good 
constitution,  and  for  the  external  efficiency  which 
enables  an  individual,  regardless  of  the  comparative 
efficiency  of  other  individuals,  to  make  steady  progress 
in  forcing  his  non-human  surrounduigs  into  conformity 
with  his  needs.  Doubtless  the  distinctions  here  im- 
plied are  indefinite.  For  instance,  the  personal  advan- 
tage of  health  and  strength  is  diminished  if  equal 
physical  vigor  becomes  the  common  possession  of  aU. 
Unusual  prowess  in  exploiting  external  physical  re- 
sources —  that  is  to  say,  exceptional  economic  success  — 
has  notoriously  been  among  the  most  potent  causes 
of  inequality.  Yet  in  a  civilization  which  already 
ministers,  by  paUiatives,  to  ill  health;  and  in  which 
the  distributed  burden  of  caring  for  the  incompetent 
almost  certainly  drags  more  heavily  on  those  who  are 
stronger  than  would  the  potential  competition  which 

>  It  Is  InterenUug  to  note  thst  thla  f«et.  ao  often  ignored  in  oontempontry  dlaouaBions 
of  wijiiilcii,  WM  enqthafltaed  by  Mr.  Lawaon  Talt  more  than  forty  years  ago,  with 
Kisisyue  to  the  pasasga  from  Grss  eited  in  the  text.  Of.  Dublin  Quarterly  Journal 
of  Medleal  Selsnoe.  ilvll.  |>.  112. 
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incompetency  now  holds  in  check  —  in  such  a  civi- 
lization, the  promise  of  gain  to  come  from  the  eradi- 
cation of  feeble-mindedness,  or  insanity,  or  the  prone- 
ness  to  consumption,  would  outweigh  any  new  stress 
of  circumstances  which  it  might  involve.  And  with 
this  alleviation  of  the  miseries  from  within  might 
come  augmented  economic  efficiency,  not  of  the  few, 
but  of  the  many:  a  general  aud  continuous  advance 
in  those  characteristics  of  body  aud  mind  which  make 
for  man's  larger  control  of  heretofore  reluctant  gifts 
of  natiu*e. 

If  this  sketching  of  the  possibilities  is  even  roughly 
true  it  calls  again  for  the  verdict  of  the  biologist. 
Already  he  has  shown  reason  to  believe  that  factors 
of  health  and  disease  act  in  heredity  with  a  simphcity 
and  directness  which  permit  of  intelligent  control. 
It  is  now  to  be  seen  whether  the  constructive  economic 
virtues  may  similarly  be  resolved  in  terms  of  tractable 
unit  characters,  and  how  far  they  may  be  reenforced 
with  social  sohdarity  capable  of  binding  over  to  the 
service  of  the  common  welfare  the  industrial  aggres- 
siveness which  might  otherwise  only  aggravate  the 
antagonisms  of  economic  life.  The  future  of  eugenics 
thus  depends  still  on  the  progress  of  sober,  discriminat- 
ing research  in  heredity.  The  time  for  apphed  eugen- 
ics, except  in  the  restriction  of  obVious  and  serious 
•disabilities,  has  hardly  come. 

But  it  is  by  no  means  only  the  biologist  whose 
judgment  is  required.  Again  and  agaru,  in  the  light 
^f  biological  discoveries  a  more  adequate  answer 
must  be  sought  to  that  crucial  question  the  signifi- 
cauce  of  which  the  biologists  have  mostly  failed  to 
comprehend:  granting  that  by  rational  marriage 
selection  certain  re-combinations  of  himiau  character- 
istics can  be  eflfected  at  will,  what  eugenic  policy 
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promises  the  Tnaximnm  increase  of  human  welfare  7 
To  aid  in  answering  that  question  the  economist  is 
needed.  For  health  and  strength  and  intellect  work 
out  the  good  or  ill  fortunes  of  their  possessors  according 
to  the  ways  of  economic  civilization,  and  not  by  pro- 
cess of  brute  stru^e  for  existence.  Eugenics  is  not 
mere  biology.  The  problems  of  eugenics  are  problems 
of  hmnan  society. 

James  A.  Field. 

TBB  UlOyBBSITT  OV  CmCAOO. 
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THE  UNITED  STATES  LEATHER  COM- 
PANY AND  ITS  REORGANIZATION 

SUMMARY 

Economic  disadvantages  of  combination  in  the  sole  leather  industry, 
69.  —  Promotion  of  the  United  States  Leather  Co.,  70.  —  Early  and 
continued  failure  of  the  company,  72.  —  Speculative  character  of  its 
stocks,  73.  —  Underlying  causes  of  its  failure,  76.  —  First  plan  of 
financial  readjustment,  77.  —  Second  plan  and  the  reasons  for  its  hapee, 
78.  —  Revaluation  of  the  assets  of  the  company,  and  third  plan,  82. 
—  Motive  back  of  this  third  plan,  83.  —  Fourth  and  final  plan  of 
reorganization,  85.  —  Justice  of  this  plan,  02.  —  Subsequent  litigation 
and  the  settlement,  100. 

The  reorganization  of  the  old  United  States  Leather 
Company  into  the  present  Central  Leather  Company 
affords  one  of  the  simplest  and  most  instructive  ex- 
amples of  modem  reorganization  finance.  The  financial 
difficulties  of  the  company  grew  out  of  the  peculiar 
and  highly  competitive  position  of  the  leather  industry 
during  the  last  twenty  years,  —  a  position,  moreover, 
which  was  remarkably  free  from  the  modifjdng  in- 
fluences of  legislation  and  the  tariff.  The  reorganiza- 
tion itself  involved  the  rights  of  preferred  shareholders 
to  accumulated  but  unpaid  dividends,  and  the  dis- 
tinction between  siuplus  earned  in  the  regular  course 
of  operation  and  siuplus  arising  out  of  the  increase 
in  value  of  tangible  assets.  The  reorganization  is, 
therefore,  of  interest  to  students  both  of  general  eco- 
nomics and  of  industrial  finance. 

The  sole  leather  industry  does  not  lend  itself  readily 
to  large-scale  production.  Little  capital  for  plant 
is  required,  in  proportion  to  the  output;  the  raw 
materials  (hide  and  bark)  are  purchased  in  a  highly 
competitive  market,   and  the  finished  product  is  sold 

68 
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under  equally  keen  conditions  of  competition.  The 
American  tamiers  buy  their  raw  Argentina  hides  in 
competition  with  Canadian  and  European  tamiers, 
and  they  sell  their  leather  in  competition  with  the 
leather  of  these  same  tamiers.  The  markets  in  which 
they  buy  and  sell  are,  therefore,  world  wide  in  scope. 
No  large  amoimts  of  skilled  labor  of  a  technical  order 
are  required,  for  the  tanning  of  hides  is  a  long-time 
process  in  which  the  cost  of  labor  is  subordinate  to 
the  cost  of  the  raw  material.  Furthermore,  the  small 
tamier  who  is  near  his  bark  lands  can  tan  a  few  hides 
a  week  quite  as  cheaply  as  the  large  tanner,  further 
removed,  can  tan  a  hundred  or  a  thousand  times  as 
many.  Under  these  general  economic  conditions  it 
would  seem  that  the  American  tanners  would  derive 
little  advantage  from  consolidation.  Yet,  in  spite 
of  these  imderlying  facts,  the  sole  leather  industry 
was  one  of  the  first  to  resort  to  the  modem  form  of 
consolidation  in  the  hope  of  allayiog  the  disastrous 
results  of  competition,  and  at  the  time  this  consolida- 
tion was  formed  it  was  represented  by  the  only  cor- 
poration in  the  coxmtry  with  a  capitalization  well  over 
a  hundred  miUion.  Viewing  the  matter  broadly, 
then,  we  seem  to  have  here  a  huge  capitalistic  com- 
bination seeking  to  apply  the  methods  of  large-scale 
production  without  the  prop  of  a  natiu*al  or  legal 
monopoly  and  in  the  very  face  of  economic  conditions 
which  favor  small-scale  production.  The  result  of 
this  experiment  is  instructive. 

In  consequence  of  the  severest  kind  of  competition, 
the  various  sole  leather  tanners  foimd  themselves 
in  the  early  part  of  1893  conducting  their  several 
businesses  at  a  loss  and  cherishing  no  hope  of  relief.^ 

1  An  acreement  to  atop  wetting  hldea  for  a  certain  time  wm  entered  into  in  1892. 
Tide  appeiently  etlmwlated  competition.  Beport  of  the  Industilal  Commiwiian, 
ToL  sUi,  p.  686  (L.  H.  Lepham'B  affidavit). 
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The  success  with  which  the  sugar  and  oil  combinations 
had  lessened  competition  were  matters  then  familiar 
to  the  business  world.  The  tanners  would  do  likewise. 
Then,  too,  some  of  the  older  men  were  desirous  of 
organizmg  their  business  affairs  so  that  their  property 
could  be  administered  easily  in  case  of  their  death. 
These,  in  brief,  were  the  two  chief  reasons  which  led 
to  the  formation  of  the  United  States  Leather  Com- 
pany in  the  spring  of  1893. 

Hie  combination  formed  a  consohdation  of  some 
sixty  leather  houses  representing  approximately  a 
himdred  and  ten  tanneries.  It  acquired  control  of 
about  seventy-two  per  cent  of  the  hemlock  output, 
about  forty-five  per  cent  of  the  imion,  and  about 
thirty  per  cent  of  the  oak-tanned  leather.  The  strong- 
est firms  in  the  hemlock  branch  of  the  industry  went 
into  the  combination,  but  the  more  prosperous  oak 
and  union  tanners  refused  to  enter,  largely  because 
they  were  not  offered  a  bonus.  Besides  the  tanning 
properties  the  combination  acquired  about  four  hun- 
dred thousand  acres  of  bark  land  and  the  bark  rights 
on  nearly  a  hundred  thousand  more. 

The  formalities  of  incorporation  were  complied 
with  by  five  dummy  stockholders,  and  the  company 
was  granted  a  charter  by  the  state  of  New  Jersey  on 
February  25,  1893,  tmder  the  old  "  Act  Concerning 
Corporations"  approved  April  7,  1875.^  The  certif- 
icate of  incorporation  was  afterward  amended  ^  several 
times. 

The  important  items  of  the  early  financing  can 
be  expressed  in  a  nutshell.  The  authorized  capital 
consisted  of  sixty-f oiu*  millions  preferred  and  the  same 
amount  of  common  stock.    Of  these  amounts  there 

>  Revtoed  SUtutes,  18T7,  p.  175;  General  SUtutes.  p.  907. 
I  Amended  oertlficate  dated  April  29, 1898. 
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were  issued,  after  various  adjustments  had  been 
made,  $62,282,300  of  the  preferred  and  $62,882,300 
of  the  common.^  The  preferred  carried  eight  per 
cent  cumulative  preferential  dividends,  to  be  paid 
from  the  net  earnings  of  the  business.  It  was  pre- 
ferred both  as  to  dividends  and  to  assets  in  case  of 
liquidation.  Working  capital  was  furnished  by  an 
issue  of  ten  million  debentiu*es  of  which  six  millions 
were  underwritten  and  issued  at  par  through  a  syndi- 
cate managed  by  Heidelbach,  Ickelheimer  and  Co.; 
four  per  cent  of  these  bonds  must  be  retired  each  year 
at  not  over  110.  The  preferred  stock  was  issued  in 
return  for  actual  property,  either  tanneries  or  bark 
lands,  at  a  fair  inventory  valuation.  With  each  share 
of  the  preferred  stock  was  given  a  single  share  of  the 
common;  six  hundred  thousand  dollars  par  value 
of  the  common  stock  was  also  given  to  the  S3nidicate 
underwriters  as  a  ten  per  cent  commission  for  under- 
writing the  debenture  bonds.^  Using  these  figures 
as  a  basis  the  company  had,  therefore,  actual  property 
to  the  amount  of  a  little  over  sixty-eight  millions  and 
book  liabilities  of  a  himdred  and  thirty-one  millions. 
The  fixed  charges,  including  the  cumulative  dividends, 
required  $5,342,584. 

The  financial  position  of  the  United  States  Leather 
Company  with  respect  to  other  capitalistic  combina- 
tions of  the  time  deserves,  perhaps,  some  passing 
comment.  At  the  time  of  its  formation  in  1893  it 
had  the  largest  book  capitalization  of  any  American 
industrial.  The  component  companies  of  the  re- 
cently dissolved  Standard  Oil  Trust  had  at  that  time 
a  little  over  $102,000,000,  the  American  Sugar  Re- 

1  Tlie  eaikltaliaatioii  Items  were  somewhat  lees  at  the  very  beglmking  on  aooount 
of  tneomplete  Inventorlee  of  subsidiary  holdings. 

>  Report  of  the  ladortiial  Gommlsston.  voL  lUl,  p.  680. 
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fining  Company  had  an  authorized  capital  of  $75,000,- 
000,  the  National  Lead  Company  a  little  less  than 
$30,000,000,  the  American  Tobacco  Company  $36,- 
000,000,  and  the  United  States  Rubber  Company 
$50,000,000.  All  the  other  industrial  combinations 
then  in  existence  had  yet  smaller  capitalizations. 

The  figures  of  the  United  States  Leather  Company 
express  the  imbounded  optimism  with  which  the 
promoters  of  the  enterprise  entered  into  the  work 
of  managing  the  new  combination.  The  old  leather 
interests,  represented  by  men  who  had  conducted 
their  separate  businesses  for  thirty  odd  years  and  more 
imder  conditions  of  free  competition,  believed  that  the 
low  price  of  the  finished  product  was  directly  attrib- 
utable to  the  severity  of  competition  aud  that  when 
the  known  economies  of  combination  had  been  in- 
troduced, a  period  of  high  prices  and  trade  prosperity 
would  necessarily  follow.  This  was  as  far  as  their 
vision  penetrated.  One  of  the  most  encouraging 
featiu*es  of  the  combination  movement  is  the  power- 
lessness  of  mere  accumulations  of  capital  to  under- 
mine fimdamental  economic  conditions.  During  the 
first  year  of  its  history  the  United  States  Leather 
Compauy  showed  a  net  loss  of  approximately  one 
and  one-third  millions.^  Subsequently  its  net  earn- 
ings increased,  but  in  no  year  of  its  history  warranted 
the  declaration  of  the  full  eight  per  cent  on  the  pre- 
ferred which  the  original  contract  between  the  corpora- 
tion and  its  stockholders  required.  In  1895  six  per 
cent  was  paid  and  rumors  were  circulated,  — "  un- 
authorized assertion  by  one  of  the  directors,  —  "  * 
that  the  preferred  would  soon  be  put  on  the  full  eight 

1  CommerolAl  and  Financial  Chronlole,  vxA.  60,  p.  391. 
>  Ibtd.,  pp.  02, 412. 
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per  cent  basis.  The  following  year,  instead  of  the 
unauthorized  assertion  of  one  of  the  directors  coming 
to  pass,  the  preferred  shareholders  received  merely 
one  per  cent.^  Needless  to  say,  nothing  was  paid  on 
the  common  stock. 

The  failure  of  the  Leather  Company  to  earn  the 
expected  dividends,  coupled  with  its  heavy  capitaliza- 
tion, gave  both  the  common  and  preferred  stocks  a 
highly  speculative  character.  During  1894  the  pre- 
ferred ranged,  with  considerable  fluctuation,  about 
60.  The  following  May,  because  of  the  somewhat 
larger  earnings,  and  also  the  wide  circulation  of  the 
"  unauthorized  assertion  of  one  of  the  directors " 
that  the  full  eight  per  cent  would  soon  be  paid,  the 
preferred  reached  almost  par.    This  was  the  highest 

>  The  foUowlnc  table  indicates  the  amount  of  dlvldenda  paid,  the  earntngt,  and  the 
•eeuniilated  unpaid  dlvldeDdfl  from  the  beginning  of  the  company.  The  dlyidends 
were  emnwiatfve  from  May,  1803,  whioh  aooounts  for  the  fractions. 


Year 

Ttumlngp 

OnPref. 

Earned 

% 

On 
Pref. 
Paid 

Amount  paid 
onPr^. 
stock 

Accumu- 
lated Div. 
on  Prof. 

% 

Unpaid. 

May  1.  '03  to  Apr.  30.  '04 

-Sl.340,404 

-2 

May  1,  "OS  to  Dee.  81.  '04 

+     726.478 

1.1 

1885 

0.350333 

15 

$3,726,038 

1886 

-  2,017,037 

-3 

622323 

$21.33 

1887 

3.287.872 

5 

4i 

2,401302 

25.33 

1808 

1.821.021 

3 

2,050,400 

28.33 

1880 

4,047.601 

8 

3.144.115 

31.08 

1000 

2.281.511 

3 

3.736.038 

83.08 

1001 

5.888,455 

oi 

3,786.088 

35.08 

1002 

4.505.580 

7 

3,736.038 

87.08 

1008 

1.086.005 

U 

3,736,088 

30.08 

1004 

3.645.267 

6 

3,736,038 

41.08 

Total  to  Jan.  1, 1005 

35.573.080 

81.608367 

Cnme  of  teorganlaatlon) 

1005 

6.178,457 

10 

6 

3.736.038 

43.08 

41,751,537 

35.345.205 

Total  sofphw  from  net  earnings  at  time  of  reorganisation.  Jan.  6,  1005,  $3,064,813. 
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point  the  stock  attained  until  the  time  of  the  reorgan- 
ization of  the  company  nearly  ten  years  later.  In 
1896  the  company  was  running  at  a  loss  and  the  pre- 
ferred declined  to  about  forty  dollars  per  share.  During 
this  period  the  common  stock  had  a  mere  nominal 
quotation  of  five  or  six  dollars.  In  the  years  following 
the  stocks  of  the  Leather  Company  were  little  more 
than  speculative  dice  for  Wall  Street.  The  failure 
of  the  preferred  to  receive  the  full  eight  per  cent,  any 
unpaid  balance  being  cumulative,  gave  the  glamor 
of  the  unpredictable  upon  which  Wall  Street  speculation 
thrives.  The  common  stock  had  hardly  this  interest* 
Speculation  is  most  active  in  low-priced,  non-dividend 
paying  securities,  but  even  these  must  have  some 
pretence  to  value,  either  actual  or  potential.  Leather 
common  had  neither.  Issued  as  a  bonus  to  the  holders 
of  the  preferred,  its  value  was  oflfset,  in  every  balance 
sheet  of  the  company,  by  the  highly  suggestive  phrase 
''  good  will,  etc."  Any  potential  earnings  it  might 
ever  have  had  were  being  rapidly  absorbed  by  the 
constantly  accumulating  load  of  unpaid  dividends 
on  the  preferred.  Its  only  possible  value  lay  in  the 
voting  power,  and  this  was  merely  nominal,  as  control 
was  closely  held  by  the  original  leather  interests. 
The  only  exception  to  this  dead  level  of  neglect  in 
the  eleven  odd  years  diuing  which  the  common  stock 
was  quoted  on  the  New  York  Exchange  occurred  in 
November,  1899.  Ordinarily  the  stock  had  been 
quoted  within  a  narrow  range  between  five  and  ten 
dollars  per  share.  During  October  of  that  year  the 
stock  assumed  speculative  activity  till  on  the  25th 
it  rose  to  25  and  on  the  6th  of  November  to  40j. 
Two  days  later  it  fell  back  to  20,  and  by  November 
29th  it  was  again  quoted  at  10.  Diuing  this  brief 
period  the  original  old  leather  interests  disposed  of 
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the  major  part  of  their  common  stock,  ^  reserving  for 
themselves  and  their  families  only  the  preferred. 
Various  explanations  were  given  for  this  anonudy, — 
Standard  Oil  acquiring  control,^  "  a  comer  by  the 
insiders/'  a  proposed  re-adjustment  of  the  accumu- 
lated dividends.  The  real  reason  was,  in  all  probabil- 
ity, that  the  stock  was  more  closely  held  than  the  Wall 
Street  manipulators  had  realized.  This  reason,  simple 
enough,  is  highly  significant. 

This,  in  brief,  is  an  outline  of  the  financial  history 
of  the  sole  leather  combination  down  to  1900.  It 
is  in  sharp  contrast  to  the  optimism  of  its  promoters. 
If  one  were  asked  to  uncover  the  fimdamental  causes 
which  explain  this  contrast,  one  could  perceive,  perhaps, 
four  important  reasons  which  underlie  the  failure 
of  the  Company  during  the  first  years  of  its  history. 
Three  of  these  reasons  are  economic;  the  fourth 
concerns  skill  of  management,  an  adequate  estimate 
of  which  can  be  formed  from  the  history  of  the  cor- 
poration. 

One  of  the  most  potent  causes  for  the  early  failiu*e 
of  the  Leather  Company  lay  in  the  general  business 
depression  prevailing  at  the  time  of  its  formation. 
The  first  four  or  five  years  of  its  existence  were  during 
a  time  of  marked  industrial  stagnation.  The  rela- 
tively long  period  required  for  the  manufactiu-e  of 

>  The  qwoulattTe  ehanuster  of  this  episode  is  Illustrated  by  the  large  volume  of 
nies.  There  were  outstanding  628,823  shares  of  common  stock.  During  the  week 
from  June  3  to  10,  1800,  a  fair  Illustration  of  the  normal  market,  350  shares  were  sold. 
Daring  the  week  November  4th  to  10th,  545,006  shares  were  sdd,  —  nearly  the 
entire  Issue  of  stock.  November  7th  was  a  holiday,  so  this  represented  100,100  shares 
per  day  average,  for  a  stock  which,  six  months  before,  had  averaged  50  shares  a  day. 
In  the  three  weeks  from  October  2l8t  to  November  10th,  1,403,330  shares  were  sold, 
over  twice  the  outstanding  stock. 

*  Com.  and  fin.  Chron.,  vol.  60,  p.  000.  Prefessor  J.  W.  Jenks  gives  credence  to 
this  rmnor  In  his  market  report  on  the  stock  to  the  Industrial  Commission.  He  does 
not  state  his  lesaons  for  accepting  it  and  subsequent  developments  fall  to  show  a 
singfe  sign  of  Standard  Oil  influence. 
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leather  aggravated  this  difficulty,  for  the  fall  in  the 
price  of  hides  lagged  behind  the  fall  in  the  price  of 
leather. 

The  second  economic  condition  concerns  the  general 
character  of  the  industry.  Reference  has  already 
been  made  to  the  peculiar  difficulties  of  large-scale 
production  in  the  sole  leather  business.  Competition 
was  inevitable  and  the  small  well-equipped  tanneries 
were  in  a  strongly  intrenched  position.  This  com- 
petition was  not  eliminated  through  the  combination, 
as  its  promoters  had  hoped.  The  prices  of  leather 
were  as  competitive  after  its  formation  as  before. 
From  the  beginning  the  Leather  Company  feared 
the  large,  independent  oak  and  union  tanners,  who 
controlled  more  than  half  the  domestic  output,  and 
it  was  the  oak  and  union  tanned  leather  which  was 
largely  consimied  in  the  American  market.  The 
independent  tanners  had  on  their  side  the  advantages 
of  small-scale  production  and  direct  personal  super- 
vision over  the  process  of  manufacture.  Even  in 
the  hemlock  braach  of  the  industry,  where  the  United 
States  Leather  Company  was  dominant  in  this  coimtry, 
conditions  were  no  less  competitive.  A  very  large 
part  of  this  hemlock  leather,  made  from  Ai^entina 
hides,  was  exported  to  European  markets  where  the 
American  interests  met  the  competition  of  foreign 
tanners.  In  no  sense,  therefore,  was  the  United  States 
Leather  Company  in  a  position  to  dominate  the  in- 
dustry. 

The  third  economic  condition  which  militated 
against  the  success  of  the  sole  leather  combination 
was  the  chronic  lack  of  working  capital.  Between 
the  piu*chase  of  green  '^  packer  "  hides  in  this  country 
and  the  actual  sale  of  the  finished  leather  to  the  domestic 
consumer,  from  six  months  to  a  year  elapses;    and 


Digitized  by  VjOOQ  IC 


REORGANIZATION  OP  THE  LEATHER  COMPANY     77 

between  the  purchase  of  Argentina  hides  and  the 
settlement  with  the  foreign  consumer  this  period  may 
be  extended  to  a  year  and  a  half.  Large  amoimts 
of  working  capital  are  required  to  carry  the  material 
in  the  process  of  manufacture.  Altho  the  government 
gave  a  drawback  on  exported  leather  made  from 
imported  hides,  even  the  interest  on  the  duty  advanced 
on  these  imported  hides  constituted  a  considerable 
item.  To  carry  these  heavy  charges  the  company 
incurred  large  floating  debts  which,  together  with 
the  low  market  value  of  their  seciuities,  injured  its 
credit. 

Since  the  formation  of  the  leather  combination, 
dividends  in  arrears  on  the  preferred  stock  had  been 
accumulating.  It  was  natural,  therefore,  that  various 
efforts  should  be  made  which  looked  toward  the  ad- 
justment of  these  dividend  claims.  During  a  period 
of  eleven  years,  beginning  in  the  early  part  of  1899 
and  extending  imtil  the  settlement  of  the  Colgate 
suit  in  the  winter  of  1910,  the  Leather  Company 
was  struggUng  to  rehabilitate  itself  from  the  load 
occasioned  by  these  claims.  Foiu*  plans  of  reorganiza- 
tion were  successively  proposed  and  three  were  widely 
circulated.  All  but  the  last  met  with  utter  failure. 
The  fourth  plan  of  reorganization  accomplished  the 
desired  end  only  after  a  long  period  of  coiurt  htigation. 
In  it,  however,  we  are  presented  with  one  of  the  least 
complicated  reorganizations  in  the  recent  history  of 
corporation  finance.  It  is  this  simphcity  which  makes 
the  United  States  Leather  Company  reorganization 
important  as  a  type  of  industrial  readjustments. 

The  first  plan  of  adjustment  of  which  any  nunor 
reached  the  financial  world  was  proposed  in  the 
early  part  of  1899.*    At  this  time  the  preferred  stock 

>  Conu  and  Rn.  CaizoiL,  60, 138. 
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itself  was  quoted  about  75  and  the  acciunulated  xmpaid 
dividends  amounted  to  about  thirty  dollars  a  share. 
The  plan  in  brief  was  to  give  to  the  preferred  share- 
holders 10  per  cent  of  script  in  lieu  of  their  claims 
to  dividends. 

In  this  proposition  to  pay  the  claims  of  a  favored 
class  of  shareholders  by  script,  we  have  the  simplest 
kind  of  an  adjustment  of  an  interest  liability.  The 
only  question  of  doubt  would  center  in  the  amoimt 
of  script.  The  preferred  shareholders  would  demand 
the  full  face  value  of  their  claims;  the  common  share- 
holders would  natiu*ally  refuse  this  demand  on  the 
groimd  that  the  preferred  shareholders,  favored  tho 
they  might  be,  were  still  stockholders  and  not  bond- 
holders and,  therefore,  under  an  implied  obhgation 
to  bear  some  of  the  burden  of  an  enterprise  which 
had  proved  less  successful  than  expected.  Whether 
or  not  this  difficulty  was  early  encoimtered,  the  plan 
itself  failed.  It  was  not  even  presented  to  the  stock- 
holders. Still,  m  many  respects,  it  was  fairer  to  all 
concerned  than  any  of  the  subsequent  plans.  It 
recognized  the  justice  of  the  preferred  stockholders' 
claim,  and  in  the  attempt  to  satisfy  this  claim  it  worked 
no  hardship  on  the  corporation  itself,  nor  did  it  involve 
the  sacrifice  of  any  nominal  tho  perhaps  unreal  rights 
of  the  common  stockholders.  No  heavy  reorganiza- 
tion expenses  were  involved.  Its  great  defect  lay 
in  its  failiu*e  to  guard  against  similar  difficulties  in  the 
futiu-e. 

In  this  last  particular  the  second  plan  of  adjustment 
was  a  great  improvement.  On  August  22,  1899,  a 
committee  was  appointed  by  the  Board  of  Directors 
"  to  consider  the  question  of  the  settlement  of  back 
dividends  on  the  preferred  stock  of  the  company  and 
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the  extinction  of  the  cumulative  clause.'^  ^  The 
appointment  of  this  committee  took  place  a  short 
time  after  the  first  plan  was  given  up  so  that  the  two 
attempts  at  adjustment  were  part  of  the  same  under- 
taking. The  committee  reported  to  the  Board  on 
the  4th  of  October,  proposing  that  the  preferred  share- 
holders (1)  surrender  all  claims  to  dividends  already 
accumulated,  (2)  agree  to  the  abolition  of  the  cimitda- 
tive  element  of  their  contract,  (3)  accept  a  non-cumula- 
tive dividend  of  6  per  cent,  and  that  in  consideration 
of  these  concessions  the  common  shareholders  should 
relinquish  50  per  cent  of  their  holdings  to  the  owners 
of  the  preferred.  These  provisions  were  embodied 
in  a  circular  submitted  to  aU  stockholders  under 
date  of  October  10,  1899.  After  an  outline  of  the 
plan  the  circular  goes  on  to  state  that  the  directors 
recommend  its  acceptance  because  of  the  growing 
burden  of  cumulative  dividends  on  the  preferred 
which  "  tends  to  injure  the  good  name  of  the  company 
and  is  imjustly  prejudicial  to  the  stocks  as  investment." 
It  is  further  suggested  that  it  might  be  desirable  that 
the  common  stock  should  have  '^  a  prospect  of  more 
immediate  dividends."  At  this  time  the  directors 
held  large  amoimts  of  common  stock.  Furthermore, 
it  was  contended  that  the  removal  of  the  cumu- 
lative feature  on  the  preferred  and  the  reduction 
of  the  dividends  to  six  per  cent  would  prevent  any 
similar  trouble  in  the  future. 

This  plan,  like  the  first  one,  failed  utterly.  Out 
of  622,694  shares  of  preferred  only  180,165  approved; 
out  of  the  628,694  shares  of  the  common  only  43,429 
approved,*  —  less  than  a  third  in  one  case,  and  less 

s  Coltste  ▼.  U.  8.  IiMthflr  Co..  Ghanoery  In  N.  J.,  Hoyt  affidaTtt,  p.  8. 
s  Coltste  ▼.  LeslbBr  Co..  Affidavit  of  Fred  E.  Enapp. 
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than  a  tenth  in  the  other.  From  a  comparison  of 
figures  it  would  seem  as  if  the  plan  favored  the  pre- 
ferred shareholders.  It  was  not  the  case.  The  com- 
mon stock  was  worth,  during  October,  about  eleven 
dollars  a  share.  The  preferred  holders  were,  there- 
fore, giving  up  over  thirty  dollars  in  accumulated 
dividends  claims,  relinquishing  their  charter  rights 
to  two  per  cent  dividends  and  the  cumulative  feature 
attached  to  the  remaining  six  per  cent,  and  in  return 
for  aU  this  they  would  receive  common  stock  which 
they  could  sell  on  the  market  for  five  or  six  dollars. 

The  lapse  of  the  plan  was  due  probably  to  the  im- 
willingness  on  the  part  of  both  classes  of  stockholders 
to  face  the  fact  that  the  enterprise  had  been,  when 
gauged  by  the  hopes  of  the  promoters,  a  failure.  In 
1899  the  wave  of  extravagant  optimism  in  regard  to 
monopoly  combinations  was  just  beginning  to  make 
itself  felt.  Then,  too,  in  the  present  instance,  an 
adjustment  of  actual  rights  was  difficult.  No  fraud 
could  be  urged  on  either  side.  Yet  the  preferred 
shareholders  held  to  the  wording  of  their  contract, 
Shylock-like,  demanding  their  accumulated  dividends 
when  there  was  naught  to  pay  them  with;  and  the 
common  shareholders,  never  having  received  a  cent 
in  dividends,  regarded  the  whole  affair  as  a  snare, 
and  were  unwilling  to  relinquish  any  of  their  nominal 
rights,  even  tho  the  actual  value  of  their  holdings 
would  be  increased.  The  investor  in  corporation 
stock,  especially  the  small  investor  whose  knowledge 
of  the  management  is  indirect,  will  always  gauge 
the  value  of  his  property  by  nominal  rights  and  legal 
fictions  rather  than  actual  economic  values.  No 
reoi^anization  in  the  entire  history  of  our  railway 
and  industrial  finance,  which  involved  a  readjustment 
of  interests,  was  ever  regarded  by  all  as  fair. 
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The  most  glaring  defect  of  the  plan  lay  m  the  fact 
that  the  capital  liabilities  were  not  reduced.  With 
over  one  himdred  and  thirty  millions  of  outstanding 
capitalization  the  company  showed  average  net  earn- 
ings from  its  formation  to  January  1,  1899,  of  approxi- 
mately $2,675,000^  per  annum  or  about  two  per 
cent.  Had  the  conmiittee  proposed  to  cancel  alto- 
gether half  of  the  conmion  stock  instead  of  giving 
it  outright  to  the  preferred  holders,  the  plan  would 
have  conformed  better  to  imderlying  economic  condi- 
tions. It  would  have  been  simpler,  too,  as  it  would 
have  involved  a  sacrifice  on  both  sides  instead  of  an 
attempt  to  balance  one  set  of  rights  by  another. 

For  some  time  after  the  failure  of  this  plan  nothing 
was  done  towarj^  the  readjustment  of  the  financial 
affairs  of  the  company,  A  dividend  of  six  per  cent 
was  earned  and  regularly  paid  on  the  preferred.  The 
accumulated  unpaid  dividends  increased,  therefore, 
at  the  rate  of  two  per  cent  annually. 

During  the  latter  part  of  1902  the  management, 
at  the  instigation  of  the  officers  of  the  subsidiary 
tanning  companies,  became  interested  in  the  re- 
appraisal of  certain  large  areas  of  hemlock  bark  lands. 
These  timber  forests  were  bought  from  the  old  leather 
interests  in  1893  at  what  was  then  a  fair  market  valua- 
tion.^ In  the  meantime,  the  value  of  both  timber 
and  bark  had  increased  considerably.  It  was  natural, 
therefore,  to  suppose  that  the  lands  were  worth  more 
than  when  acquired.*    A  revaluation  was  accordingly 

1  InchidlDC  Interest  on  debentures,  an  average  of  12,076,804. 

I  Four  doUan  a  oord  for  lands  owned  In  fee,  two  doUars  and  fifty  cents  a  oord 
for  lands  with  bark  rl^ts  only.  Application  to  N.  Y.  Stock  Ezohance  for  listing  the 
6  per  cent  debentures,  June  21, 1893. 

*  The  covert  reason  for  this  reappraisal  was  the  desire  on  the  part  of  the  manacera, 
who  then  controlled  the  preferred  stoek  only,  to  adjust  the  accumulated  dividend 
datms  on  the  basis  of  a  hidden  but  unearned  surplus.  Preferred  Stockholders'  Ctrou- 
lar.  May  28, 1903.  also  (Colgate  ▼.  Leather  Co.    Hoyt  affidavit,  p.  14.) 
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made  by  certain  executive  officers  and  was  reported 
to  the  directors  on  May  28,  1903.  The  committee 
found  that  the  bark  property  was  worth  about  fourteen 
millions  more  ^  than  the  figures  at  which  it  was  carried 
on  the  cori)oration's  books.  This  revaluation  plays 
a  considerable  part  in  the  subsequent  financial  history 
of  the  Company. 

About  the  same  time  the  United  States  Leather 
Company  caused  to  be  incori)orated  the  Central 
Pennsylvania  Lumber  Company,  a  very  large  majority 
of  the  stock  of  which  —  apparently  aU  except  direc- 
tors' qualifying  shares  —  passed  directly  into  the 
treasury  of  the  Leather  Company.  This  Lumber 
Company  took  over  the  timber  but  not  the  bark 
rights  on  the  revalued  bark  land  described  in  the 
previous  paragraph.  In  payment  for  the  timber 
the  Lumber  Company  then  issued  to  the  subsidiary 
tanning  companies  ten  million  first-mortgage  bonds. 
These  bonds  were  then  transferred  to  the  treasury 
of  the  United  States  Leather  Company  —  the  holding 
company  —  in  liquidation  of  dividend  claims  or  claims 
for  money  advanced. 

On  the  same  date  that  the  report  upon  the  revalua- 
tion of  the  bark  lands  and  the  formation  of  the  Lumber 
Company  was  received  by  the  directors,  this  board 
issued  a  circular  to  the  stockholders  which  embodied 
a  new  plan  of  reoi^anization.  Briefly  the  plan  was 
to  use  some  of  the  new  revaluation  surplus  to  liquidate 
the  claims  of  the  preferred  stockholders  to  accimiulated 
dividends,  then  amoimting  approximately  to  thirty- 
seven  dollars  per  share.  In  detail  the  plan  required 
the  deposit  of  the  preferred  stock  with  the  Morton 
Trust  Company  against  negotiable  certificates.  The 
trust  thus  created  was  to  be  administered  by  a  self- 

t  $14,236,196.10.    Ibid.    Addltlomi  Affid*Tlt  of  Jamee  R.  Plum.  p.  7. 
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constituted  committee,  drawn  directly  from  the  lai^e 
holders  of  preferred  stock  who  were  then  important 
on  the  directorate.  It  was  to  expire  by  limitation 
in  ten  years  unless  reconstituted  by  eighty  per  cent 
of  the  holders  of  the  certificates.^  It  could  also  be 
terminated  on  sixty  days  notice  by  a  majority  of  the 
certificate  holders.^ 

The  objects  of  the  trust,  as  explicitly  defined  in  the 
trust  agreement,  were  •  to  ratify  the  issue  of  the  ten 
million  lumber  bonds,  and  *  to  devise  a  plan  whereby 
some  of  the  surplus  resulting  from  the  revaluation 
could  be  divided  among  the  preferred  stockholders, 
in  consideration  of  their  claim  to  dividends  in  arrears. 
The  intent  of  the  plan  to  use  this  surplus  to  meet  the 
claims  of  the  preferred  shareholders  was  explicitly 
stated  LQ  Article  III  of  the  trust  agreement,  so  that 
as  late  as  1903  the  du*ectors  were  of  the  opinion  that 
the  increase  of  assets  due  to  the  higher  market  price 
of  timber  could  be  regarded  as  net  surplus  legaUy 
applicable  to  the  satisfaction  of  the  claims  of  the 
preferred  shareholders.  The  point  is  important  be- 
cause in  the  litigation  which  followed  the  successful 
reorganization  of  the  Company  the  view  was  denied 
by  these  same  men  who  had  earlier  made  the  proposal. 

The  plan  failed,  like  the  two  preceding  attempts 
at  readjustment.  For  its  adoption  it  required  a  de- 
posit of  at  least  eighty  per  cent  of  the  outstanding 
preferred  stock,  —  upwards  of  five  hundred  thousand 

1  Prrfwied  Stoekholdan*  AcreeiiMiit  of  1903,  Artlok  zU,  pw.  8. 

■  IbAd.,  par.  1.  *  Prefened  Stookholden'  AcreeDMnt  of  1903,  PraunUe. 

«  Tha  otlclnal  eerttfioate  of  Ineofporatlon  required  the  rattfioatkm  of  all  laiues  of 
bonda  or  debenturaa  by  eia^tj  per  oent  of  the  outetandins  preferred  atook.  Altho 
the  Lumber  booda  trare  not  a  dlreet  obligation  of  the  U.  8.  Leather  Co.,  the  manase- 
i  deenned  tt  wlae  to  obtain  the  aawnt  of  eighty  per  oent  of  the  preferred  atoek  to 
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shares.  On  December  23  the  committee  amiounced 
the  lapse  of  the  plan,  only  243,728  shares  having 
consented  to  the  agreement. 

The  managers,  being  large  holders  of  preferred 
stock,  were  actively  in  favor  of  this  agreement.  They 
beUeved  confidently  that  the  reorganization  would 
go  through  and  in  view  of  this  the  president  and 
four  members  of  the  directorate  acquired,  on  syndicate 
account,  fifty  thousand  shares  of  the  common  stock. 
This  obviously  would  be  enhanced  in  value  through 
an  adjustment  of  the  accumulated  dividends  on  the 
preferred.  This  stock  was  acquired  during  January, 
February,  March,  1903S  before  the  publication  of  the 
revaluation.  Altho  the  agreement  itself  failed  of 
adoption,  the  expected  success  of  the  fourth  and  last 
plan,  proposed  soon  after,  enabled  the  syndicate 
to  dispose  of  their  holdings  at  a  profit  during  October 
and  November,  1904. 

The  reason  for  the  failure  of  the  plan  of  1903  lay 
in  the  conditions  tmder  which  it  was  proposed.  In 
the  broad  purpose  of  rehabilitating  the  credit  of  the 
company  no  possible  fault  could  be  found.  The  plan, 
unUke  the  preceding  one  involved  no  balancing  of 
rights  between  preferred  and  common  shareholders. 
It  demanded  no  pecuniary  sacrifices,  no  reorganization 
proceedings  in  the  broad  sense  of  the  term.  Yet 
the  trust  created  by  the  preferred  holders  was  to  be 
administered  under  most  peculiar  conditions.  Title 
to  the  stock  was  to  pass  to  the  Trust  Company  under 
an  agreement  the  actual  workings  of  which  were 
controlled  absolutely  by  a  small  conmiittee  in  the 
management  of  the  Leather  Company.  Beneath  the 
outward  form  of  the  agreement  there  was  involved 
the  actual  surrender  of  the  rights  of  the  preferred 

1  Ck>I<ate  ▼.  IiMthflr  Co..  Defendant's  affidavit,  x»p.  16. 114. 126. 132. 120. 
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shareholders  with  no  certain  assurance  that  these 
rights  would  be  protected  by  the  trustee.  Nor  did  the 
agreement  stipulate  that  the  Morton  Trust  Company 
should  obtain  a  settlement  of  the  dividends  in  arrears. 
It  was  merely  required  to  pay  over  to  the  registered 
holders  of  the  beneficiary  certificates  six  per  cent  per 
amium^  and  so  much  more,  after  deducting  expenses, 
as  the  Leather  Company  saw  fit  to  pay  over  to  the 
trustee.  The  agreement,  owing  to  the  phraseology 
of  the  original  certificate  of  incorporation,  required 
at  the  outset  the  assent  of  over  eighty  per  cent  of 
the  preferred  stock;  it  could  be  maintained  for  ten 
years  by  the  approval  of  fifty  per  cent.  The  manage- 
ment, who  were  to  operate  the  trust  through  their 
own  committee  could  easily  control  this  amount. 
The  plan,  therefore,  was  a  covert  attempt  on  the  part 
of  a  managing  few  to  acquire  absolute  control  of  the 
preferred  stock  through  the  medium  of  a  voting  trust 
directly  subservient  to  their  own  desires.  This  real 
piupose  was  disguised  imder  the  pretence  of  a  settle- 
ment of  the  acciunulated  dividends. 

After  the  failure  of  this  third  plan  of  adjustment 
in  December,  1903,  nothing  was  done  further  until 
April,  1904,  when  vice-president  Healy  of  the  United 
States  Leather  Company  wrote  to  Nathan  Allen, 
a  large  preferred  shareholder,  suggesting  that  perhaps 
Armour  &  Company,  producers  of  green  hides,  would 
cooperate  in  the  management  of  the  company.^  Allen 
had  had  ahready  considerable  dealings  with  Armour 
&  Company.  Some  months  later  a  meeting  was 
arranged  between  P.  A.  Valentine,  of  Armour  &  Com- 
pany, and  vice-president  Healy.  This  meeting  took 
place  in  Chicago  in  the  late  summer  and  with  it  began 

>  Colgate  V.  Leather  Co.,  Hoyt  affidavit,  p.  31. 
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the  negotiations  which  ended  finally  in  a  successful 
reorganization. 

From  the  very  beginning  the  leather  combination 
had  been  weak  in  its  control  over  the  market  in  which 
it  bought  its  hides.  It  seemed  clear  that  if  only  the 
Chicago  packers  could  be  induced  to  cooperate  in 
the  management  of  the  Leather  Company,  a  great 
and  permanent  trade  advantage  would  be  insured. 
The  Armours  had  their  price.  At  first  they  asked 
nine  millions^  of  stock  in  the  reoi^anized  company, 
but  ''  after  serious  and  protracted  discussion  the 
amoimt  of  six  million  two  hundred  thousand  dollars 
was  finally  fixed." '  This  ample  allotment  to  the 
Chicago  packers  was  not  considered  a  gift.  On  the 
contrary  it  was  widely  heralded  that  the  Armours  would 
sell  their  hides  to  the  United  States  Leather  Company 
on  more  favorable  terms  than  they  extended  to  other 
tanners.  The  good  will  and  the  cooperation  of  the 
packers  were  supposed  to  have  a  pecuniary  value. 
Yet  the  real  advantage  to  the  Leather  Company 
arising  from  the  coveted  cooperation  is  problematical. 
The  agreement  between  the  Armours  and  the  com- 
mittee of  the  Leather  Company  required  that  the 
former  parties  pay  for  the  expenses  of  the  reoi^aniza- 
tion.  The  largest  single  expense  of  this,  so  far  as  can 
be  learned,  was  a  fee  of  fifteen  thousand  dollars  to  each 
of  the  five  members  of  the  committee  of  the  directorate 
of  the  Leather  Company  with  whom  the  plan  was 

>  Colgate  V.  Leather  Co.,  Defendant's  affidaTit  p.  115. 

>  It  Is  bdieved  by  the  writer  from  information  derived  from  rdiaUe  but  indlreet 
souroes  that  the  amount  first  proposed  by  Valentine  was  ten  million  Instead  of  nine 
as  stated  In  the  affidavit,  and  that  the  fiinal  agreement  on  $6,200,tX)0  — 10  per  cent 
of  the  outstanding  common  stock  —  was  due  to  one  of  the  Armour  ropreaentatlTes 
who  had  charge  of  the  sale  of  their  hides.  It  was  the  plan  of  the  Armour  representa- 
tives before  entering  the  conference,  to  begin  their  negotiations  on  the  basis  of  a  high 
figure  and  gradually  work  down  in  aooordance  with  the  attitude  of  the  Leather  dlreoton. 
Afterwards  they  expressed  surprise  that  the  leather  interests  acceded  to  so  high  a  figure. 
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negotiated.  Yet,  and  here  is  the  weakest  point  in  the 
whole  agreement,  the  Armours  did  not  agree  to  sell 
hides  to  the  United  States  Leather  Company  on 
better  terms  than  those  extended  to  its  competitors, 
nor  did  the  Armours  agree  to  retain  their  stock.^ 
There  was  absolutely  nothing  in  the  agreement  to 
prevent  the  Armours,  once  in  command  of  the  situa- 
tion, from  administering  the  Leather  Ck>mpany  in  the 
interest  of  their  packing  business.  Should  they  fail 
in  this,  they  could  sell  their  stock  on  the  open  market 
and  withdraw  their  coveted  co6peration. 

An  interesting  circiunstance  showing  the  nature 
of  this  cooperation  was  brought  to  light  at  a  later 
date.  Before  the  plan  of  reorganization  was  published, 
while  negotiations  were  in  progress  with  vice-president 
Healy  and  others,  the  Armoiur  interests  bought  one 
hundred  and  fifty  thousand  shares  of  the  common 
stock  of  the  United  States  Leather  Company,  os- 
tensibly to  vote  for  the  resulting  plan  and  thereby 
insure  its  acceptance.  The  common  stock  was  then 
selling  in  the  neighborhood  of  nine  or  ten  dollars  a 
share.  In  the  course  of  these  negotiations  the  Armoiur 
interests  stood  out  clearly  in  every  particular  for  the 
interests  of  the  comnion  as  against  those  of  the  preferred 
stock,*  and  the  reorganization  presently  to  be  con- 
summated was  of  manifest  benefit  to  the  common 
stock,  since  it  would  remove  the  burden  of  accumulated 
dividends  on  the  preferred.  When  the  plan  was  made 
public  the  price  of  the  common  stock  rose  to  fifteen 
and  later  twenty-one  dollars  per  share. 

The  final  agreement  between  the  various  interests 
was  framed  in  New  York  in  the  early  part  of  Decem- 
ber,   1904,  and  the  resulting  plan  of  reorganization 

s  Colgate  ▼.  IiMthar  Co..  Hoyt  affidavit,  pp.  82,  85. 
s  lUd..  pp.  29, 81. 
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bore  the  date  of  December  17th.^  The  circular 
announcing  the  details  to  the  public  contains  some 
statements  which  were  evidently  false.  Among  other 
things  it  states  that  the  Armours  first  approached 
the  members  of  the  Executive  Conamittee,  whereas 
all  the  affidavits  filed  in  the  subsequent  Johnson  and 
Colgate  suits,  that  allude  to  these  negotiations  at  all, 
state  plainly  that  the  Armours  were  approached  by 
influential  officials  of  the  Leather  Company.  Secondly, 
it  gives  the  stockholders  to  understand  that  the  Armours 
had  acquired  "  a  substantial  holding  of  the  shares  of 
the  Company"  at  a  time  prior  to  the  negotiations 
that  led  up  to  the  reorganization.  This  was  not  tiue, 
so  far  as  can  be  learned.  The  Armours  state  directly 
to  the  coiui}  that  they  did  not  own  any  shares  in  the 
Company  prior  to  these  negotiations,^  and  as  far  as 
can  be  learned,  the  only  stock  they  owned  at  the  time 
the  circular  was  sent  out  was  either  a  part  or  the 
whole  of  the  one  hundred  and  fifty  thousand  shares 
of  the  common  which  they  had  purchased  a  month 
or  two  earUer  with  the  intention  of  obtaining  a  specula* 
tive  profit  through  the  rise  in  its  market  value.  Both 
of  these  points  are  important  because  they  gave  the 
false  impression  to  the  stockholders  that  the  Armours 
had,  at  least  partially,  earned  their  ''  bonus  "  by  a 

>  The  definite  imdenrtandlng  between  the  iMuiles  was  oonduded  early  in  November 
but  was  not  made  public  until  later,  thus  enabling  the  Anuoura  and  the  Inside  interests 
who  then  hdd  50,000  shares  on  syndicate  account  to  manipulate  the  common  stock  to 
their  better  advantage.  This  is  proved  conclusively  from  the  Valentine  affidavit. 
On  page  143,  line  10,  Valentine  states  "  neither  Mr.  Armour  nor  I  was  the  owner  of 
or  tn  ansrwlse  interested  in  a  single  share  of  the  stock  of  said  Company,  either  Common 
or  Preferred,  nor  did  either  of  us  become  such  owner  or  so  interested  until  after  the 
general  or  structural  features  of  the  plan  of  December  17«  1904,  had  been  practically 
agreed  on  with  Messrs.  Hoyt,  Healy,"  etc.  Later  tn  the  same  affidavit  (page  145, 
line  8}  this  same  Valentine  states  that  he  and  Mr.  Annour  "  purchased,  in  the  open 
market,  during  November  and  December,  1904,  .  .  .  150,000  shares  of  Common 
Stock.  ..."  Colgate  v.  Leather  Co.,  Valentine  affidavit.    Also  Hoyt  Affidavit,  p.  42. 

•  Colgate  V.  Leathw  Co.     ValenUne  affidavit,  p.  143. 
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a  permanent  and  bona  fide  interest  in  the  affairs  of  the 
Company. 

The  circular  states  that  better  facilities  for  credit 
must  be  insured,  that  the  working  balance  originally 
obtained  from  the  six  million  debentures  was  insuffi- 
cient, and  finally  that  "the  establishment  of  closer 
relations  with  interests  with  which  this  Company 
necessarily  has  large  dealings  and  the  vesting  in  them 
of  substantial  accounts  of  the  securities  of  the  Com- 
pany, and  especially  of  its  conmion  stock,  will  be  a 
material  benefit  to  the  Company  and  to  both  classes 
of  its  stockholders."  ^  To  accomplish  these  purposes 
the  conmiittee  of  the  directors  propose  to  form  a  new 
company  that  shall  subsequently  acquire  the  physical 
assets  of  the  United  States  Leather  Company.^  The 
securities  of  the  United  States  Company  are  to  be 
exchanged  for  those  of  the  new  company  on  the  follow- 
ing basis:  For  each  share  of  the  old  preferred  stock 
is  to  be  given  50  per  cent  of  first  mortgages  five  per 
cent  bonds,  50  per  cent  of  new  seven  per  cent  cumulative 
preferred  stock  and  a  bonus  of  23^  per  cent  of  new 
eonmion  stock.  Each  share  of  old  common  stock 
is  to  receive  only  30  per  cent  of  new  common  stock,  — 
each  ten  shares  of  old  being  equivalent  to  three  new 
shares.  The  reorganized  company  itself  is  to  have 
eighty  millions  of  stock,  divided  equally  into  seven 
per  cent  cuimulative  preferred  and  common  stock. 
It  is  proposed  also  to  authorize  an  issue  of  forty-five 
million  of  firs1>-mortgage  bonds.  The  issue  of  United 
States  Leather  debentures  would  be  allowed  to  remain 
undisturbed. 

The  distribution  of  the  capital  items  of  the  two 

t  ClreuUr  to  Stocklioldera  of  The  United  States  Leather  Ck>mpaiiy  of  December 
17, 1004.  par.  4. 

s  IbkL    Outline  of  Flan.  Sec.  2. 
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companies  can  be  seen  at  a  glance  from  the  following 
table:  — 

PraffiiTed         Common 
Bondi  Stook  Stoek 

To  holders  of  the  Preferred  etook  of  The 
United  States  Leather  ComKwny  (162,282,- 
aOO  outstanding)  for  each  share  with  all  its 
aooumulated  dlyldends: 

New  ComiNmy  bonds,  $60 $31,141,150 

Preferred  stook.  $60    ....  $31,141,160 

••       Common  stock,  $23i  ....  $14,636,340.60 

To  holders  of  the  Common  stock  of  the 
United  States  Leather  Company  ($62382,- 
300  outstanding)  for  each  ten  shares,  three 
shares  of  the  Common  stock  of  the  new 
Company     18,864,600.00 

To  the  Armours  for  their  ofioperatlon  and  for 
all  services  and  expenses,  whether  legsl,  of 
committees,  bankers  or  otherwise  in  con- 
summating this  proposed  pUm 6.200,000.00 

Reserved  (a)  to  provide  for  the  retirement 
and  redemption  of  the  outstanding  deben- 
tures of  the  United  States  Leather  Com- 
pany; (b)  to  acquire  additional  properties; 
(c)  to  provide  additional  working  capital; 
and  (d)  for  the  general  purposes  of  the  new 
Company 13,868360      8368360         298,060.80 


Total $46,000,000  $40,000,000  $40,000,000.00 

It  will  be  observed  that  the  fixed  charges  are  reduced 
by  an  amount  equivalent  to  two  per  cent  on  the  old 
preferred  stock.  Leaving  aside  the  interest  ^  on  the 
outstanding  debentures  the  reorganized  company 
called  for  the  payment  of  about  $1,500,000  on  the 
new  bonds  and  $2,200,000  on  the  new  seven  per  cent 
preferred  stock.  The  fixed  charges  were  therefore 
a  little  over  $3,700,000  dollars,*  an  amount  exactly 
equal  to  six  per  cent  on  the  old  preferred  stock.  The 
original  contract  demanded  eight.  The  average  net 
earnings  of  the  old  Leather  Company,  from  its  incep- 
tion to  the  end  of  December,  1904,  had  been  a  little 
over  three  million  dollars.  The  proposal  of  the  re- 
oi^anization  was  therefore  far  from  conservative  but 

1  About  $360,000,  varying  slightly  each  year.  *  $3,736,938. 
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a  marked  improvement  over  the  imwarranted  optimism 
of  the  early  promoters  of  the  combination. 

As  a  whole  it  can  be  said  that  the  plan  sought  to 
accomplish  the  following  ends,  —  a  new  company 
with  a  more  liberal  charter,  the  cooperation  of  the 
Armours,  the  extinction  of  the  claims  to  unpaid  divi- 
dends, the  reduction  of  fixed  charges,  and  better  facili- 
ties for  obtaining  working  capital. 

One  of  the  most  important  items  in  any  plan  of 
reorganization  centers  about  the  changes  in  the  capi- 
talization items.  Is  the  total  capitalization  increased 
or  decreased  while  the  actual  assets  remain  imchanged  ? 
Counting  the  imderlying  debentiu^s  as  the  same  in 
both  cases,  amoimting  in  roimd  numbers  to  five  millions, 
the  capital  liability  of  the  old  company  stood  at  a 
hundred  and  thirty  millions,  that  of  the  new  company, 
including  the  bonus  of  common  stock  to  the  Armours 
but  excluding  the  amoimts  reserved  for  ''  additional 
properties "  and  '^  general  purposes,"  at  a  hundred 
and  seven  millions.  This,  it  will  be  observed,  represents 
a  slight  reduction  in  capitalization,  and  if  the  six 
millions  given  to  the  Armours  is  still  further  subtracted 
the  reduction  is  more  marked.  Considering,  however, 
that  the  interest-bearing  securities  remain  essentially 
unchanged,  and  that  the  common  stock,  which  is  alone 
reduced  in  amoimt,  was  given  originally  as  a  bonus, 
the  "  draining  of  water  "  is  not  thoro. 

Before  attempting  to  estimate  the  inherent  justice 
of  this  plan  of  reorganization  one  is  confronted  at 
the  outset  of  the  discussion  with  the  status  of  the 
timber-land  surplus  of  the  United  States  Leather 
Company.  This  surplus,  it  will  be  remembered, 
arose  from  an  increased  valuation  placed  upon  the 
Company's  large  hemlock  forests.  The  timber  of 
these  forests,  but  not  the  bark,  had  been  sold  to  a 
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subsidiary  company  and  the  increased  value  of  the 
lands  was  represented  partially  by  bonds  of  this  concern 
in  the  treasury  of  the  United  States  Leather  Company. 
It  was  argued  by  the  du*ectors  and  those  who  believed 
that  the  terms  offered  the  preferred  shareholders 
were  just  that  this  revaluation  surplus  could  not 
rightly  be  used  for  the  adjustment  of  their  accumulated 
dividends.  The  original  contract  between  the  cor- 
poration and  its  preferred  shareholders  stated  that 
dividends  should  be  paid  only  out  of  net  earnings. 
Increase  in  the  value  of  real  property  could  not  be 
construed  as  net  earnings.  Moreover,  the  revalua- 
tion was  based  on  the  assumption  that  the  Leather 
Company  was  a  "  going  concern,"  a  contention  which 
seemed  to  imply  that  the  new  value  placed  upon  the 
lands  was  excessive  if  the  property  was  to  be  sold  in 
the  open  market.  In  opposition  to  these  views  those 
who  considered  the  plan  unfair  to  the  holders  of  the 
preferred  stock  pointed  out  that  timber  representing 
the  increase  in  value  of  the  bark  lands  had  been  sold 
and  the  Leather  Company  had  received  merchantable 
securities  in  payment.  These  securities  were,  therefore, 
net  earnings  and  could  be  rightfully  used  to  liquidate 
the  claims  to  unpaid  dividends.  To  reinforce  their 
position  they  reverted  to  the  circular  sent  to  the 
stockholders  in  May,  1903,  in  which  the  same  directors 
declared  explicitly  ^  that  the  surplus  belonged  to  the 
preferred  stockholders  for  the  settlement  of  their 
dividend  claims.  The  question  is  certainly  an  interest- 
ing one  from  the  point  of  view  of  accountancy.  Its 
solution  would  seem  to  depend,  in  the  opinion  of  the 
present  writer,  upon  the  intent  behind  the  sale  of  the 
timber  to  the  subsidiary  company.    If  this  transfer 

>  **  Whereas'  such  surplua  of  the  Leather  CompKoy  might  properly  be  distributed 
among  the  holders  of  Its  preferred  stock.  ..."  Preferred  Stockholders'  Agreement 
of  1908.  par.  10. 
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actually  represented  a  bona  fide  sale  of  property  without 
involving  a  corresponding  diminution  of  capital  assets, 
then  the  profits  were  certainly  a  part  of  the  net  profit? 
of  the  business  and  could  be  used  legitimately  to  reduce 
the  outstanding  liabilities  to  the  preferred  shareholders. 
If,  on  the  contrary,  the  formation  of  a  subsidiary 
corporation  involved  only  a  legal  fiction  and  the 
sale  of  lumber  to  it  indicated  no  bona  fide  sale,  then 
the  profits  arising  were  certainly  not  net  profits  and 
could  not  be  used  to  liquidate  the  clauns  of  the  pre- 
ferred shareholders.  The  question,  unfortunately,  was 
not  passed  upon  by  the  court,^  when  the  whole  reorgan- 
ization came  imder  its  review. 

Setting  aside  this  question  of  accountancy  it  would 
seem  that  the  justice  of  the  plan  was  defensible  upon 
either  of  two  lines  of  evidence,  —  the  actual  value 
of  the  property  at  issue  or  the  market  value  of 
the  various  seciuities  concerned  in  the  reorganization. 
That  is,  the  fairness  of  the  reorganization  can  be 
tested  by  two  different  lines  of  evidence,  —  the  equity 
or  inventory  value  of  the  assets  behind  the  preferred 
stock  and  the  market  value  of  the  securities  before 
and  after  the  consummation  of  the  reoi^anization. 

First,  we  will  examine  into  the  inventory  value  or 
equity  behind  the  preferred  stock.  At  the  time  the 
tanneries  and  bark  lands  were  acquired  in  1893  there 
seems  Uttle  doubt  but  that  they  were  paid  for  in  pre- 
ferred stock  on  the  basis  of  a  fair  valuation.  The 
six  millions  of  debentures  were  issued  for  cash,  the 
bankers  getting  their  commission  in  common  stock. 

1  Two  of  the  leading  oaaes  regarding  the  legal  statue  of  a  surplua  In  ezoeae  of  a 
aioek  liability  are  WllllamB  v.  Western  Union  Telegraph  Co.  (03  N.Y.  102)  and  Roberts 
▼.  Roberte-Wleks  Co.  (184  N.  Y.  267).  In  the  former  Earl.  J.,  states  that  when  the 
property  of  a  eorporatlon  exceeds  Its  capital  stock  "  such  surplus.  In  a  strict  legal 
•ease,  la  not  a  portion  of  Its  capital  and  Is  always  regarded  as  surplus  profits  "  (p.  188). 
And  In  the  seoond  ease,.  Gray.  J.,  said  "  When  the  property  of  a  corporation  has  ao- 
emnnlated  In  excess  of  its  chartered  capital,  the  excess  may  be  regarded  and  dealt 
wtth  as  eoMtttutlng  a  surplus  of  profits  "  (p.  266). 
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This  cash  was  invested  directly  in  the  business.  We 
may  therefore  say  that  the  properties  of  the  Leather 
Company  were,  on  a  fair  market  valuation,  originally 
worth  the  face  value  of  the  prefeired  stock  and  the 
debentures,  $68,283,300.  On  January  1,  1905,  a 
fair  date  for  comparison,  the  United  States  Leather 
Ck)mpany  had  acquired  a  surplus  on  net  earnings 
of  $3,964,813,  and  a  surplus  from  the  revaluation 
of  the  bark  lands  of  $14,235,198,  making  a  total  sur- 
plus of  $18,200,011.  The  small  surplus  from  net 
earnings  had  been,  very  largely,  invested  in  the  pro- 
perties, so  that  on  January  1,  1905,  a  fair  valuation 
of  the  physical  properties  of  the  Leather  Company 
would  be  about  $86,483,311,  and  from  this  subtracting 
the  debentures,  —  on  January  1,  1905,  $5,280,000,  — 
it  appears  that  the  sixty-two  odd  millions  of  preferred 
stock  was  represented  by  actual  physical  property 
to  the  value  of  about  $81,203,311.  The  surplus  to 
the  preferred  shareholders  was  therefore  about  $18,- 
920,011.  This  represented  $30.38  a  share.  The  ac- 
cumulated impaid  dividends  amoimted  then  to  41 
per  cent  so  that  it  is  quite  right  to  say  that  the  claim 
for  unpaid  dividends  was  worth  about  seventy-five 
cents  on  the  dollar.  For  this  $30.38  per  share  of 
actual  property  the  preferred  shareholders  were  asked 
to  accept  23}  per  cent  of  new  common  stock.  On 
the  basis  of  the  market  quotation  of  fifteen  dollars 
per  share  for  the  old  common  stock  this  allowance 
was  worth  $11.75.  In  other  words,  for  a  legal  claim 
to  $41  per  share  and  an  actual  inventory  surplus  of 
$30.38  per  share  the  preferred  holders  were  asked  to 
accept  securities  the  market  value  of  which  was  about 
twelve  dollars.  From  such  a  statement  of  the  case 
it  would  seem  that  the  reorganization  was  unfair 
to  the  owners  of  the  preferred  stock. 
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And  if  we  now  turn  to  the  equity  value  of  this  allow- 
anoe  of  common  stock  the  story  is  not  very  different. 
The  new  common  stock  would  have  an  equity  value, 
if  the  reasoning  suggested  in  the  preceding  paragraph 
is  approximately  true,  of  about  $18,920,011  of  actual 
property.  Dividing  the  equity  value  by  the  par 
value  proposed  to  be  issued,  we  reach  the  conclusion 
that  each  share  of  the  new  conmion  stock  had  a  prop- 
erty value  back  of  it  of  about  $48.  The  preferred 
stockholders  were  to  receive  23}  per  cent  of  their 
holdings  in  this  conmion  stock  in  consideration  of 
their  claim  to  impaid  dividends.  In  property  value 
this  23}  per  cent  of  common  stock  had  an  equity 
back  of  it  of  only  about  $11.28.  From  these  figures 
it  would  again  seem  that  the  plan  of  reorganization 
was  unfair  to  the  preferred  shareholders.^ 

*■  Tbeae  «0UmatM  ean  be  flumniaiiaed  In  the  following  table.  They  aasume  that 
■a  adequate  depreciation  cbMgb  was  made  each  year. 

Bquity  9tdus  c/  Fnfmrtd  Claim 
Surplus    from    net    eamlngw    May    1,    1893,    to 

Jan.  1.  1006 $3,964,813 

Soipltis— Revaluation  of  Bark      14.235,196 

Total  eozplue.  Jan.  1. 1905      18,200,011 

PraferredStoek 62.283,300 

Debentune 6,000,000 

Original  Property  Inveetment 68,283,800 

Total  Pfayaloal  Property.  Jan.  1. 1905      86,483,311 

Debenturee  Outctandlng      5,280,000 

Equity  to  Preferred  Stoek 81.203,311 

Sorphu  to  Prefened  Stock 18,920.011 

Sniplui  per  ahare  of  Preferred  Stock      30.38 

Aeoomulated  Unpaid  Dividends 41.06 

Poesntage    of    Aetoal    Ftqperty    to    Preferred 

Claim 74% 

Market   value   of   the   23%    new   stock   offered 

(on  basis  of  S15  for  old  stock) 11.75 

Rquitif  flofcM  </  Camxmon  Siodt  off§red 
Equity  to  New  Common  Stock  as  above     ....  18,920,011 

Common  Stoek  outstanding  against  this 39,701.030 

Equtly  value  per  share $48. 

Equity  vahw  of  281%  offered $11.28 


Digitized  by  VjOOQ  IC 


96  QUARTERLY  JOURNAL  OP  ECONOMICS 

But  there  were  other  considerations  than  the  mere 
adjustment  of  inventory  values.  If  we  turn  to  the 
market  prices  of  the  preferred  shares  as  affected  by 
the  reorganization,  the  story  presents  another  side. 
The  rehabilitation  of  the  C!ompany's  finances  was 
imdoubtedly  of  general  advantage  to  the  credit  of  the 
corporation.  This  fact  is  clearly  shown  by  the  im- 
provement in  the  market  quotations  of  its  preferred 
shares.  During  the  first  six  months  of  the  year  1904, 
before  the  publication  of  any  plan  of  reorganization 
on  the  lines  sketched  above,  the  preferred  stock  aver- 
aged $78  a  share.  During  the  time  the  plan  was  being 
worked  out,  the  stock  rose  steadily  in  value  and  soon 
after  the  plan  was  made  public  it  touched  $106.  Dur- 
ing the  first  half  of  1905  the  stock  averaged  $108 
and  during  the  last  half  $115.  It  is  very  clear,  there- 
fore, in  spite  of  the  estimates  outlined  in  the  preceding 
paragraph,  based  as  they  were  upon  inventory  value 
rather  than  on  market  quotations,  that  the  reorganiza- 
tion was  of  manifest  pecuniary  benefit  to  the  prefeired 
shareholders.  Irrespective  of  any  inventory  value, 
it  was  thoroly  fair  since  the  market  value  of  the  pre- 
ferred shares  increased  by  an  amount  equal  to  the 
unpaid  claims  to  dividends. 

These  two  lines  of  reasoning  bring  into  clear  contrast 
two  different  points  of  view  about  which  all  estimates 
of  fairness  somehow  center.  According  to  a  com- 
putation based  on  inventory  values  the  preferred 
shareholders  were  unfairly  treated;  if  the  estimate 
is  based  on  the  enhancement  of  the  value  of  their 
securities  in  the  open  market,  from  78  to  118  within 
a  comparatively  short  period  and  due  entirely  to 
the  supposed  advantages  of  the  reorganization,  one 
must  presume  that  they  were  treated  with  the  utmost 
liberality.    It  is  a  question  of  the  same  order  as  is 
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frequently  presented  in  financial  readjustments.  It 
indicates  the  importance  of  intangible  factors  in 
determining  the  value  of  corporate  securities. 

The  plan  of  reorganization  just  sketched  did  not 
meet  with  immediate  and  imquajified  approval.  Aside 
from  the  grumblings  of  both  preferred  and  common 
stockholders,^  —  grumblings  that  always  appear  no 
matter  how  fair  any  plan  may  be,  —  the  two  matters 
which  called  for  the  most  imiversal  condemnation  were 
those  conditions  of  the  reorganization  already  dwelt 
upon.  They  were  the  gift  of  over  six  million  dollars 
of  common  stock  to  the  Armours  and  the  slight  con- 
sideration given  to  the  accmnulated  dividend  claim 
of  the  preferred  shareholders.  However,  by  February 
15,  1905,  413,143  ^  shares  of  the  preferred,  and  429,- 
997*  of  the  common  had  been  deposited  with  the 
Central  Trust  Company  of  New  York,  and  on  the 
following  day  the  Committee  announced  that  the  plan 
was  operative.  Two  days  later  the  interim  certifi- 
cates were  listed  on  the  New  York  Stock  Exchange. 

On  April  12,  1905,  the  Central  Leather  Company 
was  incorporated  under  the  1893  Corporation  Act 
of  New  Jersey.^  Soon  thereafter,  about  May  23d,  the 
interim  certificates  of  the  Central  Trust  Company 
were  exchanged  for  the  bonds  and  stocks  of  the  Central 
Leather  Company  in  accordance  with  a  plan  of  exchange 
outlined  in  an  earlier  paragraph.  The  reorganization 
of  the  old  company  was  actually  accomplished.  The 
number  of  sales  of  the  United  States  Leather  Company 
stock  diminished  to  insignificance  and  those  of  the 
Central  Leather  Company  assumed  some  appearance 

>  For  fmmpte,  pubUahed  letten  of  dlMatlafied  aliarebolden.  See  letter  to  Boston 
Henid  dated  Deoember  17,  190ft;  New  York  Evening  Herald,  dated  December  19, 
190ft. 

•  Colgata  T.  Leather  Co.,  Valentine  affidavit,  p.  146. 
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of  speculative  activity.  A  large  amount  of  the  floating 
supply  of  the  old  stock  was  acquired  in  the  interests 
of  the  reorganization  and  by  the  close  of  1906,  575,180  ^ 
shares  of  the  preferred  or  92  per  cent  of  the  total  issue, 
and  614,828^  shares  of  the  common  or  97  per  cent 
of  the  total  issue  were  in  the  control  of  the  new  Ck)m- 
pany. 

In  the  years  immediately  following  the  reorganiza- 
tion, the  two  companies  were  in  a  legal  sense  separate 
concerns.  This  separation,  however,  was  little  more 
than  a  legal  fiction.  The  directors  of  the  old  United 
States  Leather  Company  were  directors  in  the  new 
Central  Leather  Company.  The  two  companies  had 
identical  offices  and  the  same  places  of  business.  Altho 
at  first  merely  a  holding  company,  the  Central  Leather 
Company  began  inmiediately  to  acquire  and  operate 
competing  tanneries.  They  obtained  the  tanneries 
of  L.  Beebe  and  Sons,  N.  R.  Allen's  Sons  Co.,  Cover 
and  Drayton,  V.  A.  Wallin  and  Co.,  and  certain  smaller 
interests.  For  these  additional  properties  payment 
was  made  partly  in  Treasury  bonds  and  stocks  and 
partly  by  the  sale  of  these  same  securities.  The 
Central  Leather  Company  represented,  therefore, 
almost  from  its  inception  an  interesting  example 
of  an  operating  and  a  holding  company  in  one. 

Beginning  July  1,  1905,  dividends  on  the  preferred 
stock  of  the  Central  Company  began  to  accmnmulate 
and  they  have  been  regularly  paid  ever  since.  It 
would  seem,  therefore,  that  the  reorganization  of 
the  old  United  States  Leather  Company  had  been 
finally  accomplished  in  1905,  and  that  there  remained 
nothing  to  complete  it  except  the  formal  merger  of 
the  two  companies.    The  few  outstanding  stockholders 

I  Act  of  Marah  8. 1808.    P.  L.  1803.  p.  121. 

•  Colgate  ▼.  Leather  Co..  affidavit  of  M.  F.  Hammond.  "  Ezlblt  A,"  p.  146. 
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apparently  had  no  alternative  other  than  to  sell  their 
stock  in  the  market  to  the  agents  of  the  directors  who 
stood  ready  to  buy  at  a  liberal  price,  or  to  accede  to 
the    terms    of    exchange   originally    proffered    them. 
In  the  eyes  of  the  management,  this  seemed  to  be 
the  natural  course  of  events.    They  therefore  moved 
forward  to  the  last  step  in  their  plan  of  reorganization; 
they  attempted  to  compel  the  remaining  stockholders 
of  the  United  States  Leather  Company  to  accede 
to  a  merger  of  the  two  corporations.    On  December 
18,  1906,  official  notices  were  sent  to  the  stockholders 
of  both  companies  stating  that  there  would  be  stock- 
holders meetings  of  both  companies  on  January  16, 1907. 
The  immediate  purpose  of  these  was  stated  as  the 
''  adoption  or  rejection  of  a  joint  agreement,  dated 
December  8,  1906,  entered  into  by  the  directors  respec- 
tively of  the  United  States  Leather  Company  and  the 
Central  Leather  Company  for  the  merger  and  consoli- 
dation of  the  two  corporations  on  the  terms  and  condi- 
tions of  said  agreement  set  forth  and  in  accordance 
with  the  statutes  of  New  Jersey."  ^    The  agreement 
mentioned  was  merely  the  agreement  between  the 
identical  directors  and  officers  of  the  two  companies 
to  merge.    It  offered  the  outstanding  stockholders  of 
the  old  United  States  Company  the  terms  of  exchange 
by  which  the  Central  Company  had  originally  acquired 
the    majority    of    the   stock.    Considering    the    fact 
that  the  directors  and  officers  of  the  two  companies 
were  the  same,  one  wonders  how  much  freedom  of 
contract  lay  behind  the  legal  form  of  this  agreement. 
Judge  Finch,  in  his  famous  decision  leading  to  the 
dissolution  of  the  old  trust  form  of  combinations, 
made  it  clear  that  in  corporation  law  it  was  essential 
to  look  behind  the  legal  fiction  involved  in  the  cor- 

1  Notloe  of  HMdal  meetlnc  of  stockhold«n,  dated  Deoember  18, 1906. 
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poration  and  recognize  the  human  motives  that  lay 
hidden  beneath.*  The  application  of  this  doctrine 
in  the  present  instance  is  interesting. 

In  the  notice  to  the  stockholders  reference  was 
made  to  the  statutes  of  New  Jersey.  At  the  time  in 
question,  1907,  these  required  only  a  two-thirds  vote 
of  the  stockholders  of  two  corporations  to  ratify  a 
merger.  Since  the  Central  Leather  Company  then 
controlled  over  95  per  cent  of  the  United  States  stock 
it  looked  as  if  the  plan  had  been  actually  accom- 
plished, except  for  legal  formalities.  But  the  ''best 
laid  schemes"  of  even  astute  corporation  lawyers 
"  gang  aft  agley."  A  firm  of  New  York  bankers, 
James  B.  Colgate  and  Company,  entered  into  an 
agreement  with  a  number  of  the  outstanding  minority 
shareholders  of  the  old  Leather  Company  to  contest 
the  merger.  Accordingly  two  suits  were  brought  with 
that  object  in  view  on  January  12th,  just  four  days 
before  the  special  meeting  at  which  it  was  proposed 
to  ratify  the  agreement  of  merger. 

It  is  beside  our  present  purpose  to  review  the  litiga- 
tion in  any  detail.  One  notes  in  passing,  however, 
an  interesting  question  concerning  the  powers  of 
stockholders  derived  from  the  statutes  under  which  a 
corporation's  charter  is  granted.  In  the  present  case, 
did  the  statute  rights  of  the  original  shareholders  lapse 
when  they  transferred  their  stock  to  other  persons  ? 
This  somewhat  academic  query  assumed  importance 
because  the  corporation  laws  of  New  Jersey  were 
changed  soon  after  the  formation  of  the  company. 
The  courts  did  not  render  a  final  decision  on  this  ques- 
tion. 

The  subsequent  steps  of  the  reorganization  can 
be   told   briefly.    Vice-Chancellor   Emory,    who    de- 

s  131  N.  T.  682. 
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livered  the  opinion  of  the  lower  court  in  the  application 
for  an  injimction  pendente  lite  overruled  most  of  the 
contentions  of  the  Colgate  complainants.  He  held, 
however,  that  the  merger  violated  the  rights  of  the 
preferred  stockholders  of  the  United  States  Company 
in  that  it  required  them  to  accept  the  securities  of  the 
new  Central  Leather  Company  in  lieu  of  their  claim 
for  unpaid  dividends.  With  this  decision  in  mind) 
the  directors  of  the  two  corporations  then  presented 
to  the  stockholders  a  modified  agreement  imder  date 
of  October  10,  1907,  permitting  the  dissenting  minority 
stockholders  to  retain  ^^  any  lawful  right  ...  to 
receive  any  dividends  accrued  and  unpaid.'^  The 
lower  coiurt  then  modified  the  preliminary  injimction 
to  the  extent  of  allowing  this  agreement  to  be  sub- 
mitted to  the  stockholders  of  the  companies  for  ap- 
proval. From  this  decision  of  the  lower  court  the 
original  complainants,  Colgate  and  others,  appealed 
to  the  Court  of  Errors  and  Appeals.  The  case  was 
argued  in  the  higher  court  June  24, 1908,  and  a  decision 
was  rendered  by  Chancellor  Pitney  the  first  of  March 
following.  The  court  expressed  itself  very  forcibly 
against  the  merger  on  the  ground  of  the  difference 
between  the  charters  of  the  two  companies.  The 
orig^ial  United  States  Leather  Company,  organized 
early  in  1893,  obtained  merely  an  old-fashioned  charter 
which  permitted  it  to  conduct  the  leather  business, 
but  said  nothing  about  running  railroads  or  doing 
a  hundred  other  things  which  find  their  way  into 
modem  corporation  charters.  By  1906,  however, 
the  corporation  law  of  New  Jersey  was  no  longer 
troubled  by  any  such  narrowness  of  vision.  The 
lawyers  of  the  Central  Leather  Company  obtaioed 
for  their  clients  a  typical  New  Jersey  charter  which 
permitted   the   corporation   to   do   anything  outside 
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the  state  of  New  Jersey  that  it  saw  fit  to  do,  —  for 
mstance,  to  operate  raUroads.  The  statutes  dealing 
with  the  merger  of  corporations,  even  those  connected 
with  the  Act  of  1893,  required  that  the  two  corpora- 
tions to  be  merged  should  be  organized  for  the  purpose 
of  carrying  on  businesses  '^  of  the  same  or  a  similar 
nature."  ^  Obviously  the  operating  of  raiboads  is 
not  a  business  of  the  same  or  similar  natiu^  as  the 
tanning  of  hides  altho  the  lawyers  of  the  Leather 
C!ompany  endeavored  in  all  seriousness  to  convince 
the  court  that  one  was  incidental  to  the  other. 

On  the  announcement  of  this  decision  a  stockholders' 
meeting  was  called  in  order  to  modify  the  charter  of 
the  Central  Leather  Company  so  that  the  charters  of 
the  two  companies  should  more  nearly  agree.  This 
was  done  on  August  19,  1909.  Meanwhile  rumors  of 
settlement  out  of  court  became  current  in  banking 
circles.  It  was  pointed  out,  rightly  perhaps,  that  the 
general  opinion  of  the  higher  court,  aside  from  the 
difference  in  charters,  was  unfavorable  to  the  proposed 
merger.  This  being  so,  the  leather  companies  would 
do  well  to  settle  their  dispute  with  the  minority  stock- 
holders rather  than  risk  another  hearing.  On  Sep- 
tember 23d,  the  Colgate  suit  was  withdrawn  and  the 
terms  of  settlement  were  made  public  a  few  days 
later.  An  offer  was  made  by  the  Central  Leather 
Company  to  the  minority  holders  of  the  old  Unit^ 
States  Leather  stock  which  embodied  an  alternative. 
The  stockholders  could  either  accept  for  each  share 
of  old  preferred  stock  $50  in  first-mortgage  bonds, 
$55  of  the  Central  Leather  Company  preferred  stock 
taken  at  110,  and  $25  in  cash,  or  else  $50  in  bonds, 
$50  in  preferred  stock,  23§  per  cent  in  common  stock, 
and  $10  in  cash.    This  second  offer  was  identical  with 

I  Publlo  Laws.  1893,  p.  121. 
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the  origmal  offer  in  the  plan  of  reorganization  with  the 
addition  of  a  bonv^  of  ten  dollars.  On  a  basis  of 
market  values  there  was  little  to  choose  between  these 
two  offers  and  one  or  the  other  was  almost  immediately 
accepted  by  practically  all  the  outstanding  minority. 
Thus  ended  the  protracted  reorganization  of  the  old 
United  States  Leather  Company. 

Altho  the  contestants^  Colgate  and  others,  seemed 
to  be  fighting  for  the  rights  of  a  small  minority,  a 
lai^e  part  of  those  who  joined  the  suit  were  actuated 
by  no  such  lofty  ideals  of  abstract  justice.  Many  of 
them  acquired  their  stock  long  after  the  plan  of  re- 
organization was  made  public  and  some  even  after 
the  suit  had  passed  through  the  preliminary  stages 
of  trial.  These  men  entered  the  contest  with  no  pur- 
pose of  defending  rights  already  existent.  They 
had  a  speculative  interest  only.  Reduced  to  its 
simplest  terms  they  believed  they  were  in  a  position, 
by  restraining  the  merger,  to  compel  the  management 
to  offer  exorbitant  terms  of  settlement.  All  reorganiza- 
tion proceedings  are  impeded  by  the  horde  of  gamblers 
who  stand  ready  to  buy,  on  a  speculative  basis,  almost 
any  security  of  doubtful  value  and  then  to  clamor 
loudly  for  the  abstract  justice  of  their  rights.^ 

In  surveying  this  protracted  reoi^anization  one  must 
recognize  that  inadequate  business  foresight  and 
managerial  power  lay  at  the  bottom  of  the  failure  of 
the  sole  leather  combination.  It  was  this  lack  of 
entrepreneur  ability  rather  than  the  keenness  of 
competition  that  prevented  success.  The  management 
of  a  corporation  with  over  sixty  millions  in  assets 

>  See  the  HID  aflMavlt  in  the  Colgate  801%  where  the  holdingB  of  the  oomplaloanta 
•re  glTen  in  detail.  A  large  part,  perhaps  even  a  majority,  of  these  holdings  were 
■equlied  after  Febmaiy  15.  1905,  after  the  reorganisation  was  announced.  E.  C. 
plotter  and  Co.,  J.  J.  Dantiig,  H.  Feuchtwanger,  owned  no  stook  until  after  the  plan 
had  been  declared  <4>eratlye.    These  contestants  were  active  in  their  protestations. 
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demands  a  business  skill  greater  than  that  possessed  by 
the  old  leather  interests.  They  chose  the  wrong  time 
to  promote  their  enterprise,  they  burdened  it  with 
fictitious  capitalization,  and  choked  its  life  by  excessive 
fixed  charges. 

The  reorganization  which  followed  these  blimders 
is  noteworthy  in  many  respects.  Altho  not  altogether 
free  from  objectional  features,  it  was,  nevertheless, 
when  compared  with  such  reorganization  as  the  As- 
phalt, Malting,  Shipbuilding,  and  Salt  Companies, 
notably  free  from  fraud  and  deceit.  It  turned  upon  a 
single  issue,  —  the  adjustment  of  fixed  charges  to 
earnings.  As  a  result  both  the  capitaUzation  and  the 
fixed  charges  were  reduced.  In  this  respect  it  is 
typical  of  most  industrial  reorganizations  and  in 
contrast  to  most  railroad  reorganizations.  In  fact, 
it  is  the  simplicity  of  motive  that  makes  the  history 
of  the  Leather  Company  significant  for  the  general 
study  of  industrial  reorganizations. 

Arthub  S.  Dewing. 

HaBYABD  UmYBBSITT. 
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STATES 

SUMMARY 

ConiraBt  between  the  North  Atlantic  and  the  North  Central  StateSi 
105.  —  Relation  between  value  of  land  and  per  cent  of  tenancy,  107. 
—  Low  value  of  land  and  low  rate  of  tenancy  in  New  England,  108.  — 
Relation  of  type  of  agriculture  to  tenancy,  109.  —  Percentage  of  selected 
crops  grown  by  tenants  in  different  states,  110.  —  Dairy  farming  and 
tenancy,  111.  —  live  stock  and  tenancy,  112.  —  Fruit  growing  and 
tenancy,  112.  —  General  decrease  in  tenancy  during  the  past  decade, 
115. — Occasion  for  the  decrease,  117.  —  Table  showing  tenancy  for 
North  Atlantic  States  for  1880  to  1910,  117. 

The  North  Atlantic  states,  nine  in  number,  consist 
of  the  six  New  England  states,  together  with  New 
York,  Pennsylvania,  and  New  Jersey,  In  area  they 
are  but  little  more  than  one-fifth  as  large  as  the  North 
Central  group,  while  in  the  acreage  of  farm  land  the 
proportion  is  below  one-fifth,  and  in  improved  land 
but  one-seventh.  The  North  Atlantic  states  have  less 
than  one-third  as  many  farms  as  the  North  Central 
states.  The  East  is  characterized  by  a  hilly,  broken 
surface  and  comparatively  thin  soil,  in  contrast  to  the 
great  level  or  rolling  stretches  witii  the  deep  soil  of 
the  middle  West.  The  difference  in  topography,  and 
the  poorer  quality  of  the  soil,  judged  from  the  stand- 
point of  grain  production,  help  to  determine  the  size 
of  the  farm,  which  in  the  North  Atlantic  states  averages 
96  acres  and  in  the  North  Central  group,  155  acres. 
During  the  past  decade  this  difference  has  increased, 
the  average  size  of  farms  of  the  former  group  growing 
smaller  by  one  acre,  and  that  of  the  latter  group  larger 
by  13  acres.    At  the  same  time  the  number  of  farms 
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in  the  eastern  group  decreased  3.5  per  cent,  while  that 
in  the  middle  western  increased  1.4  per  cent. 

In  value  the  eastern  farms  increased  during  the  past 
ten  years  31.9  per  cent,  the  middle  western,  113.8  per 
cent.  At  present  the  land  alone  in  the  North  Central 
states  is  valued  at  about  the  same  figure  as  land  and 
buildings  in  the  North  Atlantic  states,  the  values  being, 
respectively,  $49.30  and  $49.95.  In  the  production 
of  cereals  and  live  stock  the  eastern  group  shows  not 
only  a  small  production,  but  one  lessening,  as  com- 
pared to  the  middle  West.  For  example,  there  was  a 
decrease  in  the  wheat  acreage  of  both  sections  from 
1900  to  1910,  but  the  decrease  was  relatively  four 
times  as  great  in  the  North  Atlantic  states.  They 
are  now  producing  a  smaller  proportion  of  the  bread- 
stu£fs  of  the  nation  than  ever  before.  In  com  acreage 
the  North  Atlantic  states  show  for  the  past  decade  a 
decrease  of  12.5  per  cent;  the  North  Central  states 
show  an  increase  of  1.1  per  cent.  The  movement  in 
the  production  of  oats  is  similar.  With  respect  to 
live  stock  the  North  Atlantic  states  show  from  decade 
to  decade  a  continually  decreasing  proportion  of  the 
live  stock  of  the  coimtry.  For  the  census  years  1900 
and  1910,  respectively,  they  reported  9.3  per  cent  and 
9.1  per  cent  of  the  cattle,  9.3  per  cent  and  8.0  per  cent 
of  the  horses,  6.9  per  cent  and  4.4  per  cent  of  the  sheep, 
and  3.7  per  cent  and  3.8  per  cent  of  the  swine. 

There  are,  however,  some  important  particulars 
in  which  the  North  Atlantic  states  rank  high.  The 
denser  population  encourages  a  more  intensive  type 
of  agriculture,  and  in  dairying,  vegetable  growing, 
and  fruit  growing  this  section  holds  an  important 
place.  Distinctively  dairy  farms  are  relatively  more 
than  five  times  as  prevalent  in  this  section  as  in  the 
middle  West;    vegetable  and  fruit  farms  are  three 
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times  as  prevalent;  and  in  addition  twice  as  great  a 
proportion  are  classed  as  miscellaneous.  Owing  to 
the  more  intensive  types  of  farming  and  the  more 
careful  adaptation  of  the  crop  to  the  particular  soil 
best  fitted  to  its  production,  the  jdelds  per  acre  in  the 
East  compare  very  favorably  with  those  of  the  West. 

All  the  foregoing  facts  affect  the  tenancy  question. 
The  predominating  conditions  point  to  a  high  per- 
centage of  ownership  as  compared  to  tenancy.  To 
begin,  the  value  of  the  land  is  not,  on  an  average, 
very  high,  and  in  several  states  it  is  decidedly  low. 
The  p^centage  of  tenancy  follows  very  closely  the 
value  of  land,  tenancy  being  more  prevalent  where 
land  is  dearer.  It  is  true  that  exceptions  to  the  rule 
occur  in  a  few  instances  in  New  England;  but  New 
England  is  no  larger  than  the  state  of  Michigan,  and 
with  so  many  cities,  and  with  highly  specialized  types 
of  agriculture  here  and  there,  it  is  no  wonder  that 
local  exceptions  to  the  general  trend  of  tenancy  should 
occur.  Treating  New  England  as  a  unit,  tiie  rank 
in  value  of  land  and  in  tenancy  for  the  North  Atlantic 
states  correspond  exactly,  as  the  following  figures 
show: 

VALUE  OF  LAND  AND  PER  CENT  OF  TENANCY 


Value 
per  acre 

Pereent 
of  tenancy 

Rankin 
value 

Rankin 
tenancy 

New  Jersey 

Pennsylyama 

New  York 

$47.76 
33.80 
31.97 
19.27 

24.8 

22.9 

20.8 

7.9 

1 
2 
3 
4 

1 
2 
3 
4 

The  relation  of  rate  of  tenancy  to  value  of  land  may 
be  illustrated  by  groups  of  counties  within  different 
states.    Dividing  the  counties  of  Pennsylvania  into 
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three  groups,  on  the  basis  of  land  value,  it  is  found 
that  in  the  group  with  the  highest  value  29  per  cent 
of  the  farms  are  in  the  hands  of  tenants;  in  the  group 
next  below  in  value  the  percentage  of  tenancy  is  21; 
and  in  that  with  the  lowest  value  the  percentage  of 
tenancy  is  16.  The  same  condition  prevails  in  New 
York,  where  by  the  process  of  dividing  the  state  into 
three  groups  of  counties  on  the  basis  of  value  of  land, 
the  percentages  obtaroed  are  for  the  first  group  24.5, 
for  the  second,  23.9,  and  for  the  third,  18.5.  It  will 
be  noticed  that  in  New  York  the  range  in  tenancy 
percentage  is  narrow,  the  difference  between  the  first 
and  the  second  group  being  especially  slight.  This 
is  due  in  large  measure  to  the  presence  of  a  great  many 
suburban  homes  in  the  vicinity  of  New  York  City  and 
along  the  Hudson  river,  which  are  reported  as  farms, 
tho  in  many  instances  not  a  great  deal  of  agriculture 
is  carried  on  in  connection  with  them.  Their  values 
are,  however,  high. 

In  New  Jersey  the  greatest  proportion  of  tenancy 
is  not  in  the  coimties  with  the  highest  land  values. 
These  coimties,  clustered  around  New  York  City  and 
other  large  cities  near  by,  contain  a  very  great  number 
of  surburban  homes  of  the  kind  just  mentioned,  and 
this  fact,  together  with  the  influence  of  a  considerable 
amoimt  of  specialized  agricultiu^  of  the  type  accom- 
panying ownership,  has  prevented  the  increase  of 
tenancy. 

It  is  in  New  England  that  the  lowest  proportion  of 
tenancy  on  any  considerable  area  within  the  older 
states  of  the  Union  is  to  be  foimd,  and  nowhere  else 
is  the  correspondence  of  low-priced  land  and  low  rate 
of  tenancy  more  conspicuous.  The  average  value  of 
farm  land  in  New  England  is  $19.27  per  acre,  and  the 
per  cent  of  tenancy  is  7.9.    The  variation  of  this  per- 
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oentage  from  county  to  county  is  not  great  and  does 
not  follow  very  closely  the  price  of  land.  The  remark- 
able thing  is  the  relative  scarcity  of  rented  farms. 

Not  only  the  low  value  of  land^  but  also  the  smaller 
number  of  acres  per  farm  is  an  important  factor  in 
the  value  of  the  farm  as  a  unit.  This  value  in  the 
North  Central  states  averages  $9,172^  and  in  the 
North  Atlantic  states,  $4,805.  Thus  for  the  purchase 
of  a  farm  in  the  latter  section,  not  much  over  half  the 
money  is  required  that  is  required  in  the  former. 

However  important  the  value  per  acre  of  land  and 
the  number  of  acres  included  in  a  farm  may  be  in 
determining  the  line  of  cleavage  between  ownership 
and  tenancy,  it  is  certain  that  some  types  of  farming 
lend  themselves  much  more  readily  to  the  tenancy 
system  than  do  others.  And  while  it  is  not  so  easy 
to  trace  the  connection  between  price  of  land  and 
tenancy  in  the  East  as  in  the  middle  West,  on  account 
of  the  greater  number  of  additional  influences  affecting 
the  result,  it  is  easier  to  identify  some  of  these  latter 
forces. 

The  contrast  between  the  tenant  farm  of  the  East 
and  that  of  the  middle  West  is  striking.  In  the  middle 
West  it  is  a  little  smaller  than  the  owned  farm;  the 
buildings  are  decidedly  inferior.  In  the  East  the 
tenant  farm  is  larger  by  a  few  acres  than  is  the  owned 
farm,  and  the  buildings  are  correspondingly  more 
valuable.  These  striking  differences  are  due  to  the 
fact  that  the  greater  proportion  of  tenants  in  the  East, 
as  in  the  middle  West,  gravitate  toward  the  more 
extensive  type  of  farming.  But  in  the  latter  section 
this  means  less  live  stock  and  therefore  fewer  bams; 
the  grain  farming  which  the  tenant  follows  requiring 
relatively  few  and  inexpensive  buildings.  In  the 
East   the   same   motives   and   circmnstances   induce 
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many  tenants,  in  addition  to  grain  growing,  to  keep 
a  large  number  of  dairy  cows,  and  dairies  require  good 
buildings.  Therefore  the  rented  farm  in  the  eastern 
states  has  a  better,  at  least  a  more  expensive,  set  of 
buildings  than  has  the  owned  farm.  And  this  is  one 
reason  why  the  rented  farm  is  worth  an  appreciably 
higher  siun  than  is  the  owned  farm. 

As  in  the  middle  West,  so  in  the  East,  the  tenant 
raises  more  than  his  proportional  share  of  the  cereals, 
and  especially  is  this  true  where  the  acreages  are 
considerable.  In  New  York  the  tenants  grow  50  per 
cent  more  than  their  share  of  the  wheat;  in  Pennsyl- 
vania 75  per  cent  more;  in  New  Jersey  76  per  cent 
more.  Com  and  oats  are  grown  in  similar  tho  some- 
what smaller  proportions  by  the  tenants,  and  the  same 
may  be  said  of  hay  and  forage.  The  important  wheat- 
growing  districts  of  the  North  Atlantic  states  comprise 
about  21  counties  in  Pennsylvania,  12  in  New  York, 
and  8  in  New  Jersey.  These  counties  for  the  most 
part  show  high  land  values,  yet  in  neither  case  are  they 
the  highest  of  the  state.  The  percentages  of  tenancy, 
however,  are  higher  than  for  the  highest  groups  on  the 
basis  of  value,  being  30.6  per  cent  in  Pennsylvania, 
27.4  per  cent  in  New  Jersey,  and  25.2  per  cent  in  New 
York.  With  very  few  exceptions  the  greatest  acreages 
of  other  cereals  are  found  in  the  same  counties  in  which 
the  greatest  acreages  of  wheat  are  grown;  but  the 
farms  growing  the  major  part  of  the  wheat  are  larger 
than  those  produciog  the  major  part  of  the  other 
cereals,  indicating  that  the  most  extensive  type  of 
farming  practised  in  this  section  is  in  connection  with 
wheat  growing.  Thus  again  is  emphasized  the  coin- 
cidence of  tenancy  with  farming  of  an  extensive  sort. 

The  best  agricultural  showing  made  by  the  North 
Atlantic  states  is  in  dairy  farming,  and  therefore  the 
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relation  of  this  industry  to  tenancy  is  of  particular 
interest.  It  may  sound  a  little  strange  to  call  dairying 
an  extensive  type  of  agriculture^  but  the  term  is  a 
relative  one;  and,  speaking  relatively,  dauying  as 
usually  carried  on  in  the  North  Atlantic  states  may 
be  so  designated.  It  is  at  least  a  much  more  extensive 
type  of  agriculture  than  fruit  and  vegetable  growing, 
both  of  which  are  very  prevalent  in  these  states.  In 
the  North  Central  states  dairying  is  carried  on  mainly 
by  owners,  but  in  contrast  to  this  the  tenants  of  the 
North  Atlantic  states  have  charge  of  many  more  than 
their  proportional  number  of  dairy  farms.  The  force 
of  this,  however,  is  not  so  evident  in  the  mmiber  of 
farms  reporting  as  in  the  number  of  dairy  cows;  of 
these  the  tenants  reported  in  1900  more  than  25  per 
cent  in  excess  of  their  proportional  allotment.  The 
prevalence  of  tenancy  among  dairy  farmers  is  further 
emphasized  within  the  districts  where  dairjring  pre- 
dominates. In  the  ten  leading  dairy  counties  of  New 
York,  the  average  percentage  of  tenancy  is  21,  the 
same  as  for  the  whole  state;  but  the  tenants  in  these 
counties  report  38  per  cent  more  than  their  propor- 
tional number  of  cows.  The  question  at  once  arises 
how  these  tenant  dairymen  accommodate  themselves 
to  the  short  and  imcertain  tenure  by  which  they  hold 
the  farms,  since  it  is  not  an  easy  matter  to  move  the 
dairy  equipment  from  one  farm  to  another  without 
considerable  loss  in  the  process  of  moving  and  re- 
adjusting. The  answer  is  that  these  tenants  do  not 
move  as  frequently  as  do  other  classes  of  tenants, 
and  (what  is  not  the  case  in  the  greater  part  of  the 
middle  West)  when  they  do  move  they  have  a  reason- 
ably good  chance  to  find  another  farm  with  accom- 
modations for  dairying.  In  many  instances  the  re- 
lation of  landlord  to  tenant  is  much  closer  in  this  than 
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in  other  types  of  fanning,  the  landlord  frequently 
owning  a  share  in  the  equipment  and  paying  part  of 
the  r^ular  expenses,  the  arrangement  being  analogous 
to  a  partnership.  This  higher  percentage  of  tenancy 
in  the  dairy  business  than  in  general  farming  is  found 
in  all  of  the  states  of  this  group  in  which  dairying  is  a 
leading  business,  but  not,  for  example,  to  a  noticeable 
degree  in  Maine  and  New  Hampshire,  where  large 
dairies  are  few. 

With  regard  to  live  stock  other  than  cows  and  hogs, 
the  tenant  in  the  North  Atlantic  states,  as  in  other 
parts  of  the  coimtry,  has  less  than  his  proportional 
share.  As  in  the  North  Central  states,  the  tenants 
here  raise  relatively  more  hogs  than  do  owners.  It  is 
in  dairying  alone  that  an  important  exception  in  re- 
lation to  tenancy  is  apparent.  Perhaps  a  word  of 
caution  may  not  be  out  of  place.  A  large  proportion 
(probably  75  per  cent)  of  the  dairies  are  in  the  hands 
of  land-owning  farmers;  but  the  general  low  rate  of 
tenancy  in  other  lines  gives  the  dairy  tenant  promi- 
nence. 

More  important  than  in  any  other  part  of  the  United 
States  except  the  extreme  West  is  the  fruit  farming 
of  the  North  Atlantic  states,  and  in  this  fact  lies  a 
considerable  part  of  the  explanation  of  the  low  rate  of 
tenancy  in  this  section.  In  the  1900  census  about 
one  farm  in  sixteen  in  this  group  was  classified  as  a 
fruit  farm,  but  this  hardly  gives  an  adequate  picture 
of  the  situation,  since  a  very  great  deal  of  fruit  must 
have  been  produced  on  other  farms,  where  it  was  a 
very  important  source  of  income,  even  tho  not  the  lead- 
ing one.  The  tenants  are  in  charge  of  about  four-fifths 
of  their  proportional  number  of  distinctively  fruit 
farms,  but  in  quantity  of  fruit  produced  they  rank 
much  lower.    Of  small  fruits  the  tenant  grows  com- 
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paratively  little,  and  the  same  is  true,  to  an  even  greater 
d^ree,  of  grapes,  and  hardly  less  so  of  peaches  and 
pears.  Apples  are  more  generally  grown  and  are 
found  to  some  extent  on  almost  all  farms  ia  the  East, 
thus  bringing  the  proportion  grown  by  the  tenant  a 
little  above  that  of  the  other  fruits.  Fruit  growing 
and  tenant  farming  are  not  compatible.  The  best 
results  in  fruit  growing  demand  continuous  and  con- 
sistent plans  extending  over  a  period  of  years,  a  con-^ 
dition  necessarily  absent  ia  the  usual  case  of  tenancy* 
Something  more  than  the  moderate  extension  of  period 
of  occupancy  noted  in  connection  with  the  dairy  tenants 
would  be  required  to  make  it  feasible  for  the  tenant 
to  become  a  successful  fruit  grower.  The  tenant  can 
leave  the  ordinary  farm  in  a  sufficiently  discouraging 
condition  after  his  own  interest  in  it  has  ceased,  but 
a  fruit  farm  under  such  circmnstances  would  suffer 
vastly  greater  deterioration.  For  example,  a  vineyard 
left  unpruned  or  a  strawberry  bed  neglected  is  not 
likely  to  be  a  source  of  profit  during  the  first  year 
following.  Even  orchard  trees  are  the  objects  of 
constant  soUcitude  where  good  results  are  obtained. 
It  is  therefore  not  a  matter  of  surprise  to  find  owner- 
ship high  and  tenancy  low  in  districts  where  fruit  is 
a  leading  crop. 

It  must  be  remembered,  of  course,  that  the  price 
of  land  in  census  reports  iucludes  the  value  of  all 
perennial  plants  growing  upon  it.  Hence  these  re- 
ported values  may  cover  up  the  fact  that  land  not 
already  planted  to  fruit,  but  suitable  for  such  use, 
may  be  had  at  a  comparatively  low  price.  In  this 
possibility  of  buying  land,  usually  in  small  tracts  and 
at  a  low  price,  Ues  a  great  part  of  the  explanation  of 
ownership  as  opposed  to  tenancy.  It  is  possible  imder 
such  conditions  for  a  man  of  small  means  to  acquire 
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ownership.  But  after  developing  such  a  farm  he 
hesitates  to  lease  it  to  a  tenant^  well  knowing  the 
difficulties  and  care  iavolved  in  keeping  it  in  running 
order.  And  the  tenant  on  his  part  is  seldom  ambitious 
to  undertake  the  management  of  such  a  farm.  If  he 
were,  he  would  more  likely  start,  in  a  small  way,  as 
the  owner  of  a  few  acres  out  of  which  to  make  a  fruit 
farm  of  his  own. 

Good  examples  of  the  low  proportion  of  tenancy 
among  fruit  growers  are  foimd  m  New  Jersey,  where 
tenancy,  in  spite  of  a  relatively  high  price  of  land,  is 
decidedly  low,  being  in  some  instances  under  half  the 
average  rate  for  the  state.  In  the  state  of  New  York 
there  is  some  confusion  of  evidence,  since  of  the  ten 
coimties  leading  in  fruit  production  five  lie  within 
and  five  without  the  main  grain-growing  district. 
For  those  within  this  district  the  low  rate  of  tenancy 
for  fruit  farms  is  covered  up  by  the  high  rate  for  the 
grain-produciog  farms,  —  very  thoroly  covered  on 
account  of  the  greater  number  of  farms  of  the  latter 
type.  In  the  five  fruit-growing  coimties  outside  the 
grain  district  the  percentage  of  tenancy  is  in  every 
instance  well  below  the  general  average  for  the  state. 
In  the  other  states  of  the  group  the  fruit-growing  areas 
are  not  sufficiently  separate  from  the  general  farming 
areas  to  admit  of  separate  analysis  based  on  the  general 
statistics.  Within  these  states,  however,  the  propor- 
tion of  fruit  grown  by  tenants  is  as  elsewhere  low. 

Another  special  type  of  farming  of  much  importance 
in  the  North  Atlantic  states  is  that  of  growing  vege- 
tables. Unlike  fruit  farming  much  of  this  is  in  the 
hands  of  tenants.  In  the  first  place  many  such  farms 
are  in  the  vicinity  of  cities,  on  land  high  in  price,  often 
high  because  of  possible  uses  other  than  agricultural. 
Land  used  for  growing  vegetables  must  be  so  thoroly 
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tilled  that  the  danger  of  deterioration  is  small.  The 
frequent  moving  of  tenants  on  and  off  farms  of  this 
character  is  not  so  serious  a  drawback  as  it  is  in  many 
other  instances.  The  buildings  are  of  a  simple  char- 
acter, and  not  unusually  great  in  value.  The  crops 
are  almost  without  exception  annuals.  The  equip- 
ment needed  for  running  the  farm  is  not  elaborate. 
Under  these  conditions  the  tenant  may  even  come  and 
go  within  the  year,  raise  a  good  crop,  and  yet  suffer 
but  the  minimum  loss  due  to  the  difficulties  of  moving 
and  adjusting  himself  to  a  new  environment.  Of  the 
number  of  farms  in  1900  on  which  vegetables  were  the 
main  source  of  income  the  tenants  held  about  14  per 
cent  more  than  their  proportional  share.  Yet,  as  in 
the  case  of  fruit,  the  proportion  of  vegetables  produced 
by  tenants  for  the  market  is  still  higher.  For  ex- 
ample, they  grow  about  25  per  cent  more  than  their 
proportion  of  potatoes,  and  almost  double  their  pro- 
portion of  sweet  potatoes.  Tomatoes  and  melons 
are  likewise  favorite  crops  among  tenants  and  in  certain 
districts  especially  adapted  to  their  growth,  as  south- 
western New  Jersey,  about  half  of  the  total  crop  is 
grown  by  tenants.  In  making  a  considerable  number 
of  tests  on  this  subject  not  an  exception  was  foimd; 
the  vegetable-growing  business  seems  to  be  especially 
adapted  to  tenant  farming. 

Since  1880,  the  date  when  tenancy  statistics  were 
first  gathered,  the  percentage  of  tenancy  for  the  North 
Atlantic  states  has  been  low  in  comparison  with  that 
for  the  whole  country,  in  fact  lower  than  for  any  other 
group  except  the  extreme  West.  In  the  Western 
Division  conditions  may  properly  be  considered  ab- 
normal on  account  of  the  presence  of  many  newly 
developed  farms,  and  especially  because  so  many  of 
these  have  been  taken  recently  from  the  public  domain. 


Digitized  by  VjOOQ  IC 


116  QUARTERLY  JOURNAL  OF  ECONOMICS 

In  the  North  Atlantic  states,  however,  the  term  ab- 
normal hardly  applies,  since  farm  land  was  long  ago 
brought  into  use,  and  the  readjustments  which  have 
been  in  progress  are  no  greater  than  may  be  expected 
at  any  time.    Especially  is  this  true  i;n  view  of  the 
fact  that  the  free  land  of  the  West  was  pretty  well 
gone  by  the  year  1880.    For  twenty  years  following 
1880  the  proportion  of  tenancy  not  only  increased, 
but  the  increase  was  shared  by  every  one  of  the  five 
geographical   divisions   and   by   almost  every   state. 
In  New  England  the  proportion  of  tenancy  has  been 
low  throughout,  but  in  1900  it  could  be  said  that 
there  had  been  an  important  increase  during  each  of 
the  preceding  two  decades.    In  the  North  Atlantic 
group  during  that  time  about  one  farm  in  twenty 
had  been  taken  from  the  category  of  ownership  and 
added  to  that  of  tenancy.    The  portents  were  ominous. 
It  was  freely  predicted  that  the  fifth  act  of  the  play 
would  represent  the  farmer  divorced  from  his  land. 
True  a  very  few  states,  three  New  England  states, 
for  example,  had  shown  for  one  or  both  of  the  decades 
preceding  a  slight  tendency  downward  in  the  rate  of 
tenancy,  but  only  one  of  them  had  a  smaller  proportion 
than  at  the  beginning  of  the  period,  and  that  an  un- 
important amount.    Now,  at  the  end  of  another  ten 
years,  every  one  of  the  nine  states  of  the  North  Atlantic 
Division  shows  a  positive,  tho  not  great,  gain  in  owner- 
ship, and  corresponding  decline  in  tenancy.    Nearly 
three  farms  in  every  hundred  passed  over  from  the  one 
class  to  the  other.    This  amounts  to  a  decrease  of  16 
per  cent  in  the  nimiber  of  farms  operated  by  tenants, 
in  the  face  of  an  increase  of  16  per  cent  in  the  number 
so  operated  for  the  country  as  a  whole.    In  1900  the 
rate  of  tenancy  in  the  North  Atlantic  states  was  nearly 
60  per  cent  of  that  for  the  United  States;  now  it  is  less 
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than  50  per  cent.  It  cannot  be  an  accident  that  has 
brought  about  such  a  striking  change  in  the  tenancy 
aspect  of  the  eastern  states,  including  as  a  matter  of 
fact,  in  addition  to  the  North  Atlantic  group,  four 
more  states  immediately  to  the  south.  Neither  is 
this  decline  in  tenancy  a  symptom  of  declining  agri- 
culture; for  these  states,  notwithstanding  a  falling 
off  in  certain  particulars,  all  things  counted,  make  a 
good  showing. 

The  low  proportion  of  tenancy  in  the  North  Atlantic 
states  is  the  result  of  a  combination  of  causes.  The 
most  important  of  these  are,  first,  the  low  price  of  land 
per  acre;  second,  a  set  of  circumstances  resulting  in 
comparatively  small  farms,  these  two  facts  combining 
to  give  a  low  value  to  the  farm  as  a  unit;  third,  the 
relatively  small  amount  of  farming  such  as  lends  itself 
easily  to  a  system  of  tenancy,  and  in  its  stead  a  type 
requiring  ownership  of  the  land  in  order  to  insure  good 
results.  That  there  are  other  factors  involved  cannot 
be  doubted;  but  these  statistics  seem  to  indicate  which 
are  the  decisive  factors. 

Benjamin  H.  Hibbard. 

United  States  Cbnstjb  Bitbeau. 
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THE  COMMISSION  HOUSE  IN  LATIN 
AMERICAN  TRADE 

SUMMARY 

Method  of  bucdness  in  the  trade  with  South  America;  the  oommis- 
sion  house  problem,  118.  —  Three  groups  of  South  American  coun- 
tries; nature  and  extent  of  the  exports  to  each,  121.  —  Ten  groups  of 
exported  articles;  by  what  method  they  are  handled,  125.  —  Char- 
acter and  proportion  of  the  exports  handled  by  commiesion  houses,  132. 
—  Doubts  whether  manufacturers  are  wise  in  dispensing  with  such 
houses,  135. 

Much  has  been  said  and  written  of  late  years  about 
our  trade  relations  with  Latin  America.  A  glowing 
picture  is  usually  drawn  of  the  possibilities  of  this 
trade,  and  appeal  is  made  to  our  manufacturers  for 
study  and  cultivation  of  the  South  American  markets, 
while  at  the  same  time  our  apathy  is  censured  and 
our  methods  sharply  criticised.  The  manufacturer 
is  urged  to  seek  South  America  as  his  natural  field, 
but  is  told  that  shipping  faciUties  are  inadequate;  he 
is  informed  that  long  credits  must  be  granted,  but 
that  there  are  no  friendly  banks  to  assist  him  and 
discount  his  bills;  it  is  impressed  upon  him  that  his 
goods  must  be  brought  to  the  personal  attention  of 
the  buyer  abroad,  but  he  learns  that  personal  repre- 
sentatives in  this  distant  market  are  costly  and  too 
often  incompetent.  Perplexed  and  inexperienced  in 
foreign  commerce,  he  is  exhorted  to  hasten  before 
his  well-equipped  and  alert  European  competitors, 
already  established,  totally  occupy  the  field. 

Under  these  circumstances  it  is  pertinent  to  inquire 
how  our  present  annual  trade  with  South  America, 

U8 
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amounting  to  $560,000,000  is  constituted,  how  such 
a  volume  of  business,  by  no  means  insignificant,  has 
been  built  up,  and  how  it  is  now  handled  and  financed. 
If  the  export  commission  house  takes  the  leading  place 
in  this  inquiry,  it  is  not  because  the  writer,  himself 
engaged  in  this  business,  desires  to  appear  as  its  apol- 
ogist, but  because  it  is  in  fact  the  most  important 
factor  in  our  South  American  trade.  The  export 
commission  house  was  the  pioneer  in  developing  this 
branch  of  our  commerce,  and  even  today  secures  and 
finances  70%  of  the  business  actually  done.  Its  func- 
tions and  activities  deserve  impartial  consideration. 

As  a  preliminary  it  will  be  advisable  to  examine 
briefly  the  character  of  our  export  transactions  with 
our  southern  neighbors. 

No  part  of  the  world,  perhaps,  illustrates  better 
than  Latin  America  the  fact,  often  overlooked,  that 
buying  power  is  not  commensurate  with  population. 
All  of  its  component  coimtries  are  very  sparsely  popu- 
lated in  proportion  to  their  size  and  resources.  Im- 
mense Brazil,  with  a  territory  one  third  larger  than 
the  United  States,  has  barely  twenty-one  milUon 
inhabitants.  Prosperous  Argentina,  rapidly  coming 
to  a  leading  position  as  a  grain-producing  and  cattle- 
raising  coimtry,  depends  on  only  seven  millions  for 
its  development,  while  BoUvia,  twice  as  large  as  France, 
has  not  much  over  a  miUion  people.  Yet  for  1910 
the  total  foreign  trade  of  Latin  America  amounted 
to  over  $2,000,000,000,  about  equally  divided  between 
exports  and  imports.  Oiu-  share  of  this  total  was 
$562,000,000,  or  28%. 

The  purchases  from  us  by  Latin  America  for  the 
year  ending  December  31,  1910,  reached  the  not  un- 
satisfactory total  of  $258,580,000  as  compared  with 
only  $65,000,000  taken  by  the  Far  East  with  its  teem- 
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ing  millions.  Mr.  O.  P.  Austin^  Chief  of  the  Bureau 
of  Statistics,  estimates  that  we  supply  Latin  America 
with  24%  of  all  the  goods  which  it  imports,  while  we 
fmnish  the  rest  of  the  world  with  only  14%  of  its 
purchases  from  abroad.  Our  present  trade  with 
Latin  American  coimtries  represents  19%  of  o\a 
entire  foreign  trade.  If  we  take  into  consideration 
the  fact  that  these  countries  are  only  just  beginning 
to  develop  their  enormous  resources  and  that  their 
population  as  it  increases  will  not  only  maintain  but 
will  surely  augment  its  present  purchasing  power, 
it  seems  clear  that  we  have  a  field  for  the  extension 
of  om*  trade  actually  more  valuable  than  the  Far  East 
and  comparatively  more  valuable  than  Europe. 

A  little  more  than  one  half  of  oxxr  total  interchange 
with  Latin  America  is  composed  of  what  we  import, 
consisting  principally  of  tropical  and  semi-tropical 
products,  which  need  be  considered  in  the  present 
discussion  only  so  far  as  they  are  received  in  direct 
payment  for  exported  goods.  Since  these  products 
are  staples,  such  as  coffee,  cacao,  rubber,  hard  woods, 
hides,  and  ores,  which  are  handled  in  bulk  on  a  large 
scale,  the  merchants  who  deal  in  them  tend  to  specialize, 
limiting  their  transactions  to  one  or  another  of  the 
articles.  The  exports,  however,  are  more  diversified 
in  character  and  demand  special  attention.  Those 
covering  the  twelve  months  ending  December  31, 
1910,  were  distributed  among  the  five  general  divisions 
of  Latin  America  as  follows:  — 

To  Haiti  and  San  Domingo 18,482,000 

To  Cuba 63,784,000 

To  Mexico 63,869,000 

To  Central  America 32,162,000 

To  South  America 100,304,000 

Total $268,681,000 
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It  might  be  better  for  our  purpose  to  regroup  these 
exports  according  to  the  coimtries  in  which  the  pre- 
vailing conditions  and  methods  of  transacting  business 
are  identical  or  practically  the  same.  This  would 
Teduce  the  number  of  groups  to  three  only  and  give 
the  following  totals:  — 

Group     I.  —  Cuba  and  Mexico $117,643,000 

Group    II.  —  Haiti  and  San  Domingo,  Central 

America,  Venesuela,  Colombia .      50,946,000 
Cboup  III.  ~  Balance  of  South  America     .   .   .      89,003,000 


$258,581,000 


Cuba  and  Mexico,  composing  Group  I,  present 
special  features,  as  these  are  the  two  countries  of  Latin 
America  in  which  the  greatest  amount  of  American 
capital  is  invested,  represented  approximately  by 
$150,000,000  in  the  first  country  and  by  $750,000,000 
in  the  second  country,  out  of  a  total  of  about  $1,223,- 
000,000  in  all  Latin  America.  As  these  investments 
are  largely  in  such  enterprises  as  railways,  tramlines, 
mines,  and  plantations,  it  is  natural  that  the  greater 
part  of  the  materials  and  supplies  required  should 
come  from  the  United  States;  ^'  trade  follows  the 
loan,  not  the  flag."  Moreover,  the  linking  of  Mexico 
to  the  United  States  by  lines  of  railroads,  the  close 
political  affiliation  of  Cuba  with  us,  and  the  extension 
of  American  banking  facilities  to  both  countries,  have 
made  it  possible  for  the  American  merchant  or  manu- 
facturer to  do  business  in  them  on  practically  the 
same  terms  as  in  the  more  remote  parts  of  the  United 
States.  Much  of  the  business  is  now  done  direct  by 
the  manufacturers,  the  most  successful  of  whom  have 
established  their  own  branches  or  selling  agencies  in 
Cuba  and  Mexico. 

Quite  different  conditions  maintain  in  the  countries 
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of  our  second  group.  Ha^  the  prevailing  commercial 
practice  is  that  of  barter  or  exchange  of  products 
without  the  intervention  of  the  machinery  of  banking. 
They  happen  also  to  be  the  countries  which  have  been 
somewhat  unstable  poUtically,  and  it  is  this  very 
instabiUty  and  the  consequent  lack  of  development 
of  interior  means  of  conmiunication  that  have  pre- 
vented the  establishment  of  international  banks  and 
necessitated  the  retention  of  this  somewhat  primitive 
and  inconvenient  method  of  trade.  The  American 
exporter  and  importer  engaged  in  business  with  these 
coimtries  is  as  a  rule  one  and  the  same  person.  The 
Central  American  importer  at  the  coast  city  sends 
his  merchandise  to  his  chents  in  the  interior  who  in 
turn  forward  to  him  their  produce  or  articles  of  ex- 
portation. These  he  ships  to  his  commission  mer- 
chant in  New  York  or  New  Orleans,  who  sells  them 
on  commission  and  applies  the  proceeds  against  the 
value  of  his  own  invoices.  It  is  obvious  that  for  this 
class  of  trade  the  New  York  or  New  Orleans  com- 
mission merchant  is  a  necessary  part  of  the  machine. 
It  is  practically  impossible  for  the  American  manu- 
facturer to  do  the  business  direct.  The  Central 
American  or  North  Coast  merchant  does  not  order 
enough  of  a  single  article  to  warrant  making  a  special 
shipment  of  it  or  to  justify  the  manufacturer  in  solic- 
iting at  large  expense  the  trade  direct,  in  ascertaining 
the  standing  and  responsibiUty  of  the  buyers,  and 
maintaining  the  necessary  specially  trained  staff  of 
clerks.  The  importer's  orders  consist  of  a  great 
variety  of  different  articles  which  the  commission 
merchant  buys  from  the  respective  manufacturers, 
assembles,  and  ships  together,  invoicing  them  at  the 
manufacturer's  export  prices,  and  charging  a  com- 
mission for  his  services  and  the  use  of  his  credit.    More- 
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over,  the  manufacturer,  especially  when  located  in 
the  interior  of  the  United  States,  has  not  the  facilities 
for  disposing  advantageously  of  the  various  products 
which  would  be  received  in  payment. 

It  is  evident  that  this  form  of  business  has  its  dis- 
advantages and  should  be  undertaken  only  by  those 
who  have  convinced  themselves  of  the  probity  of 
their  foreign  clients;  for  goods  are  exported  and  pass 
from  the  owner's  possession  and  control  without  any 
safeguard  of  final  payment,  capital  is  locked  up  in 
such  a  way  that  it  cannot  be  re-employed  until  the 
transaction  is  liquidated,  and  the  time  of  liquidation 
cannot  be  definitely  fixed,  since  it  is  subject  to  such 
contingencies  as  the  uncertainty  of  crops  and  deficient 
means  of  communication.  The  export  commission 
house  has  imdertaken  these  complex  functions  and 
has  been  doing  the  work  well  for  many  years. 

The  third  group  in  our  classification,  composed  of 
the  remaining  republics  of  South  America,  which  have 
shown  the  greatest  economic  advance,  is  characterized 
by  the  fact  that  all  the  countries,  with  the  exception 
of  Ecuador,  which  might  possibly  be  included  in  Group 
n,  are  well  served  with  a  system  of  international 
banks.  Several  English,  German,  Italian,  and  French 
banks  have  well-established  branches  in  all  the  lai^ 
cities  of  Brazil,  Argentina,  Chile,  Peru,  and  Bolivia, 
and  sub-branches  or  agencies  in  the  smaller  cities  and 
towns.  Most  of  these  really  great  banks  also  have 
agencies  or  correspondents  in  New  York. 

Another  point  to  be  considered  in  regard  to  the 
countries  of  Group  III  is  that  the  individual  transac- 
tions are  as  a  rule  on  a  much  larger  scale  than  in  Group 
II.  This  circumstance,  taken  in  connection  with  the 
extensive  international  banking  system,  has  had  its 
influence  on  the  methods  of  conducting  business  in 
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this  part  of  Latin  America.  An  importer  need  not  be, 
and  seldom  is,  an  exporter.  The  articles  of  export 
from  these  countries,  such  as  the  com,  wheat,  flour, 
cattle,  sheep,  and  animal  products  of  the  Argentine 
Republic;  the  coffee,  cacao,  hides,  and  rubber  of 
Brazil;  the  nitrate  of  soda  and  copper  of  Chile;  the 
cotton,  sugar,  copper,  and  fertilizers  of  Peru;  and  the 
tin  and  rubber  of  Bolivia,  —  are  each  of  sufficient 
importance  and  are  handled  on  a  sufficiently  large 
scale  to  be  specialized.  Efficient  cable  service  enables 
the  large  exporter  to  know  exactly  what  price  he  can 
receive  in  New  York,  London,  or  Hamburg  for  his 
wheat,  coffee,  or  rubber  and  what  he  can  afford  to  pay 
the  farmer  or  gatherer  for  his  produce;  and  the  in- 
ternational banking  facilities  are  so  ample  that  he 
can  receive  the  actual  cash  for  his  shipment  as  soon 
as  it  is  placed  on  board  the  outgoing  steamer.  Thus 
the  producer  also  can  obtain  the  full  market  value  of 
his  produce  in  cash,  less  the  middleman's  commission, 
and  has  no  need  to  ship  on  consignment  and  wait 
months  for  his  money.  For  the  same  reasons,  the 
American  exporter  to  these  countries  can  draw  drafts 
against  the  shipments  of  merchandise  that  he  makes 
—  they  may  be  at  thirty,  sixty,  or  ninety  days  sight 
or  even  longer  time  —  and  discount  them  with  the 
foreign  banks,  provided  his  credit  is  good  in  London, 
Hamburg,  or  Paris,  or  at  least  receive  advances  on 
account.    He  need  not  be  also  an  importer. 

It  is  evident  that  these  are  conditions  which  may 
tempt  the  manufacturer  to  seek  direct  trade  without 
the  intervention  of  the  commission  merchant;  but 
he  has  other  factors  to  consider  before  definitely  com- 
mitting himself  to  this  policy.  He  must  decide  whether 
his  product  is  one  that  can  be  shipped  in  bulk  or  in 
such  quantity  or  value  that  it  can  go  by  itself,  whether 
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the  margin  of  profit  in  connection  with  the  prospective 
demand  is  sufficient  to  cover  the  necessarily  large 
selling  expenses  and  the  maintenance  of  a  special  cleri- 
cal staff  both  abroad  and  at  home,  and  whether  his 
banking  f  aciUties  are  such  that  he  can  grant  the  required 
credit  without  tying  up  too  much  of  his  capital. 

To  summarize  the  conclusions  in  regard  to  the  three 
groups  of  Latin  American  countries:  Group  I  offers 
special  attractions  to  those  manufactxirers  who  wish 
to  do  a  direct  business,  Group  II  presents  no  such 
inducements  to  them,  and  Group  III  is  an  open  field 
for  the  commission  houses  and  for  manufacturers  of 
a  certain  class  if  they  can  comply  with  certain  fixed 
conditions.  It  will  be  interesting  to  see  how  the  actual 
shipments  to  these  different  groups  and  the  channels 
through  which  they  pass  bear  out  these  finding^. 

A  large  proportion  of  our  shipments  to  Latin  America 
may  be  condensed  and  classified  under  ten  general 
headings.  It  can  be  seen  at  a  glance  that  they  cover 
lines  of  products  and  manufactures  in  which  the 
United  States  enjojrs  an  undoubted  advantage  and 
which  are  most  free  from  competition  with  the  rest  of 
the  world.  Some  of  them  are  necessities  of  life  which 
cannot  be  purchased  elsewhere.  The  following  are  these 
ten  general  headings  and  the  percentage  which  each 
represents  of  our  total  exports  to  Latin  America:  — 

Food  Plroducta $33,800,000  13    % 

Steel  Plroducts  &  R.  R.  Material 21,300,000  8M% 

Lumber  A  Office  Funiiture 17,600,000  6$i% 

Petroleum  Ptoducta 12,025,000  \%% 

Agricultural  Implemente  &  Twine 10,850,000  4    % 

Boots,  Shoes  &  Leather      8,000,000  3    % 

Electrical  Machines  &  Instruments 7,000,000  2^% 

Cotton  A  Cotton  Goods 6,325,000  2H% 

Typewriters,  Phonographs  &  Sewing  Machines  4,000,000  1  H% 

Naval  Stores 2,500,000  1     % 

$123,300,000        47H% 
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The  remaining  52^%  of  our  shipments^  on  the  other 
hand;  is  made  up  of  a  great  variety  of  manufactured 
articles,  very  few  of  which  attain  individually  sufficient 
volume  or  value  to  be  specified  separately  in  our 
statistics.  The  most  conspicuous  group  among  them 
is  Builders'  Hardware,  amounting  to  $14,500,000  or 
5|%  of  oxu"  total  exports,  and  comprising  all  kinds 
of  tools,  cutlery,  and  general  hardware.  Shipments 
of  $4,000,000  worth  of  coal  to  Cuba  and  Mexico  are 
also  prominent,  but  can  be  attributed  without  doubt 
to  the  American  industrial  interests  in  these  countries, 
as  practically  no  coal  was  shipped  to  other  parts  of 
Latin  America.^  In  fact,  it  is  aknost  impossible  to 
get  other  than  American  engineers  to  use  American 
steam  coals,  on  account  of  the  special  care  required  in 
tending  the  fires.  It  is  safe  to  say  that  practically 
all  of  the  remaining  imspecified  45%  is  the  result  of 
orders  taken  by  the  export  commission  houses  and 
shipped  and  financed  by  them. 

Analyzing  a  little  more  closely  the  items  included 
under  each  of  the  ten  general  headings,  some  interesting 
features  appear.  It  will  be  learned  that  $11,000,000 
of  meat  products  and  lard  went  to  Cuba  and  Mexico 
alone,  where  the  big  packing  houses  have  established 
their  own  branches  or  selling  agencies.  The  remaining 
two  and  a  half  millions  were  taken  by  the  countries  of 
Group  II  and  Group  III  and  were  shipped  through 
the  commission  houses.  Practically  all  of  the  $4,000,- 
000  of  wheat  and  com  were  also  for  Cuba  and  Mexico, 
but  must  be  put  to  the  credit  of  the  commission  houses, 
as  is  usual  with  all  raw  products  subject  to  daily  fluc- 
tuations in  price.    Out  of  the  $11,700,000  of  flour, 

>  Since  the  beginnlzig  of  the  current  year  several  full  cargoes  of  coal  have  been 
■hipped  to  Braall.  They  have,  however,  all  been  destined  for  the  extreme  north  or 
extreme  south  of  the  country,  where  American  Interests  are  tn  control  of  some  of  the 
railroads. 
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Cuba  accounted  for  f oiu-  and  a  half  millions,  the  balance 
being  divided  about  equally  among  Brazil,  Central 
America,  and  the  rest  of  South  America.  It  is  safe  to 
say  that  all  of  the  Cuban  business  was  done  direct 
by  the  millers,  while  all  the  sales  to  the  remainder  of 
Latin  America  were  made  through  the  export  com- 
mission houses.  Before  the  Spanish-American  war 
all  the  business  to  Cuba  also  was  handled  by  the  com- 
mission houses;  at  the  close  of  the  war,  however,  the 
island  was  overrun  by  American  drummers,  among 
them  representatives  of  millers,  both  large  and  small, 
seeking  an  outlet  for  their  surplus  and  not  always  too 
scrupulous  to  refrain  from  selling  a  quality  which 
might  not  be  suited  to  the  purpose  of  the  buyer. 

With  cotton-eeed  oil  the  situation  is  similar.  Mexico 
consumed  over  one  half  of  the  $3,000,000  worth  that 
was  exported,  receiving  it  direct  from  the  crushers. 
Argentina  was  next  in  importance,  taking  its  supplies 
through  the  commission  houses,  as  did  the  rest  of 
Latin  America. 

In  connection  with  this  branch  of  our  export  trade, 
it  should  be  noted  that  up  to  a  few  years  ago  Brazil 
was  a  heavy  consumer  of  American  lard  and  bacon. 
Today  the  exports,  except  to  the  Amazon  valley,  are 
practically  nil,  as  the  Brazilian  home  product  supplies 
that  country's  want.  The  same  is  true  of  cotton-seed 
oil.  In  the  case  of  flour  the  Argentine  product  has 
pushed  the  American,  which  formerly  controlled  all 
Brazil,  back  half  way  up  the  coast,  so  that  our  exports 
today,  except  in  limited  quantities,  seldom  reach  south 
of  Pemambuco.  The  restriction  of  these  three  items 
represents  a  considerable  loss  of  trade  to  the  export 
commission  house. 

The  principal  single  item  under  the  exports  of  steel 
products  and  railroad  material  for  the  past  year  (1910) 
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was  steel  rails  amounting  to  a  little  more  than 
$5,000,000;  this  naturally  includes  rails  for  plantations 
and  industrial  purposes,  for  tramlines  and  steam  rail- 
ways. The  plantation  and  industrial  rails  were  practi- 
cally all  pxu'chased  through  the  commission  houses,  the 
other  rails  were  for  the  most  part  sold  direct  by  the 
manufactiu*ers  to  the  tram  or  railroad  companies  or 
their  financial  agents,  in  many  cases  located  in  Europe. 
Nearly  $2,000,000  of  the  total  quantity  was  taken  by 
Mesdcan  railroads  largely  controlled  by  American  inter- 
ests and  by  industrial  companies  backed  by  American 
capital.  Rails  to  a  value  of  $500,000,  mostly  for 
industrial  purposes  and  financed  by  export  commission 
houses,  went  to  Central  America,  and  only  $2,500,000 
of  value  to  the  rest  of  South  America.  Yet  Brazil 
alone  imported  from  various  countries  $6,500,000  or 
more,  of  which  our  share  was  only  $900,000.  Belgium 
secured  the  bulk  of  the  business.  Freight  and  pas- 
senger cars  are  next  in  importance  with  a  total  of 
$4,780,000,  of  which  again  the  greater  portion,  $3,000,- 
000,  was  taken  by  Cuba  and  Mexico.  This  business 
was  done  either  direct  by  the  builders  or  through 
export  houses  which  were  the  special  agents  of  the 
builders.  Foxu*  million  dollars  would  represent  the 
total  shipments  of  steel  wire,  handled  almost  entirely 
by  the  commission  houses  and  well  distributed  among 
the  three  groups.  Group  I  taking  about  $1,500,000, 
Group  II,  $750,000,  and  Group  III,  $1,750,000.  The 
$3,000,000  of  steel  and  iron  pipe,  however,  went 
entirely  to  Cuba  and  Mexico,  with  the  exception  of 
$400,000  to  Central  America,  which  would  indicate 
that  we  were  not  in  a  position  to  compete  with  Europe 
in  this  article  and  obtained  what  trade  we  did  only  on 
account  of  American  capital  investments  or  proximity 
of  the  market.    Structural  steel  has  been  exported  from 
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the  United  States  only  in  the  last  few  years,  but  last 
year  attained  the  total  of  $2,500,000.  This  development 
is  due  laj^ly  to  the  establishment  of  selling  agencies  by 
the  Steel  Corporation  in  some  of  the  principal  cities  of 
Latin  America  under  the  charge  of  engineers  who  can 
give  expert  advice.  These  agencies  are  supplied  with 
a  certain  amount  of  stock  of  standard  shapes  from 
which  prompt  delivery  can  be  made.  Thus  the  large 
buyers  are  taken  care  of  direct,  and  only  the  smaller 
dealers  are  left  to  the  commission  merchant.  Loco- 
motives to  the  value  of  Sl,700,000  complete  this  second 
general  heading,  and  in  this  instance  most  of  the  busi- 
ness was  done  by  some  export  commission  house  pro- 
tected by  an  exclusive  agency  arrangement  with  the 
manufacturer. 

In  the  third  general  class,  composed  of  pine,  spruce, 
and  oak  lumber,  and  office  furniture,  the  United  States 
has  little  or  no  competition.  With  the  exception  of  a 
few  full  cargoes  sent  direct  to  Cuba  by  the  mills  and 
some  few  direct  transactions  in  furniture,  this  consider- 
able trade  is  in  the  hands  of  the  commission  houses. 

The  Argentine  R^ublic  is  the  largest  importer  of 
agricultural  implements  and  binder  twine,  taking  a 
total  of  |S,560,000  in  value,  of  which  at  least  75%  was 
shipped  direct  by  the  manufacturers,  the  most  promi- 
nent being  the  Litemational  Harvester  Company, 
which  with  its  immense  resources  can  afford  to  grant 
the  extended  credit  required  for  the  sale  of  harvesting 
machines  and  can  furnish  the  necessary  staff  of  tech- 
nical experts  to  see  that  they  are  properly  set  up  and 
operated  during  the  reaping  season.  Cuba  and 
Mexico's  $900,000  can  also  be  considered  direct  busi- 
ness, while  the  remaining  Sl,350,000  must  be  nearly 
all  placed  to  the  credit  of  the  export  conmiission 
houses. 
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The  total  exports  of  petroleum  products  are  composed 
of  about  $500,000  of  paraflSn;  $2,000,000  of  lubricatiiig 
oil;  $1,500,000  of  crude  oil;  and  $S,000,000  of  kerosene 
and  naphtha.  The  entire  amount  of  the  paraflSn  and 
crude  oil  was  taken  by  Cuba  and  Mexico  direct  from 
the  producers  or  their  agents;  a  large  proportion  of 
the  lubricating  oil  was  also  sold  by  the  direct  agencies 
of  the  refiners.  The  case  of  kerosene  and  naphtha, 
however,  is  quite  different.  As  long  as  the  Standard 
Oil  Company  and  its  allied  companies  were  alone  in 
this  business,  they  refrained  from  seeking  or  accepting 
direct  business  in  Latin  America,  allowing  all  the 
transactions  to  pass  through  the  hands  of  the  export 
commission  houses.  During  the  last  few  years,  how- 
ever, independent  refiners  have  entered  the  field  and 
by  direct  sales  and  shipments  on  consignment  have 
secured  a  constantly  increasing  share  of  the  trade. 
As  this  is  competition  of  a  class  which  cannot  easily 
be  met  by  a  middleman  who  has  no  control  of  the 
basis  price,  the  probability  is  that  this  important  item 
of  our  export  trade  will  soon  pass  out  of  the  hands  of 
the  commission  merchant  through  the  establishment 
of  direct  selling  agencies  of  the  Standard  Oil  Com- 
pany.i 

Over  five-eighths  of  our  business  in  boots,  shoes,  and 
leather  was  with  Cuba  and  Mexico,  which  have  been 
overrun  with  salesmen  from  our  shoe  and  leather 
factories;  the  balance  has  been  handled  through  the 
middlemen. 

Of  our  exports  of  electrical  machinery  and  instru- 
ments it  will  be  found  that  nearly  $5,000,000  out  of 
the  total  of  $7,000,000  were  taken  by  Mexico  and 

1  Slnoe  thlB  artiole  was  written  (July)  the  Standard  Oil  Company  has  chartered 
for  Its  own  account  nine  Bteamers  to  carry  to  the  River  Plate  fuU  cargoes  of  kerosene 
and  naphtha  in  cases,  which  will  be  marketed  through  Its  own  seUlng  agencies.  Two 
4>f  these  steamers  have  already  been  despatched. 
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Brazil.  The  large  exports  to  these  two  countries 
can  be  traced  directly  to  the  influence  of  American 
capital  investments  in  Mexico  and  to  the  fact  that  a 
large  American  and  Canadian  Company  controls  all 
the  electric  traction,  lighting,  and  power  privileges 
of  Rio  de  Janeiro  and  Sao  Paulo,  and  that  the  similar 
privileges  in  other  Brazilian  cities  are  held  by  a  strong 
Brazilian  firm  representing  some  of  our  electric  manu- 
facturing companies.  Cuba's  share  was  three  quarters 
of  a  million  dollars,  due  also  to  the  influence  of  Ameri- 
can and  Canadian  capital.  The  remaining  $1,250,000 
was  distributed  among  the  other  countries  of  Latin 
America  and  was  the  portion  secured  by  the  commisr- 
sion  houses. 

The  reasons  for  our  comparatively  poor  showing 
in  the  exports  of  cotton  goods  have  been  discussed 
too  often  to  require  consideration  here.  Mexico  took 
all  of  the  $700,000  worth  of  raw  cotton  exported  and 
only  $225,000  of  the  manufactured  product.  She,  as 
wdl  as  Brazil,  has  well-established  mills  of  her  own 
that  supply  her  wants  in  the  coarser  grades  of  cotton 
goods,  the  only  class  in  which  America  appears  to  be 
able  to  compete  with  Europe.  The  greater  portion 
of  the  remainder  went  to  Cuba,  Central  America,  and 
Colombia,  the  nearby  coimtries,  and  to  Chile,  which, 
having  no  mills  of  her  own,  finds  the  United  States 
nearer  in  point  of  time  as  a  source  of  supply  for  rough 
goods.  It  is  safe  to  say  that  under  this  heading  only 
$1,000,000  out  of  the  total  of  $6,000,000  was  sold  direct 
by  the  manufacturers. 

The  tjrpewriters,  phonographs,  and  sewing  machines 
that  are  sold  in  Latin  America  are  patented  articles 
controlled  by  very  large,  strong  companies.  The 
business  was  first  developed  by  the  commission  houses, 
but  once    a  foothold  was  secured,  these  companies 
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took  it  into  their  own  hands,  establishing  their  agencies 
and  depots  in  the  principal  cities  of  Latin  America, 
even  going  so  far  as  to  sell  to  the  individual  buyer  on 
the  installment  plan.  The  small,  out-of-the-way  places 
they  have  still  left  to  the  commission  merchant. 

The  United  States  has  practically  no  competition 
in  rosin  and  turpentine,  the  principal  items  of  naval 
stores,  and  the  amoimt  exported  is  simply  a  question 
of  demand.  As  with  most  staple  products  the  inter- 
vention of  a  commission  house  is  usual  and,  in  fact, 
almost  necessary. 

The  above  analysis,  tho  only  an  approximate 
estimate,  indicates  that  somewhat  more  than  70%  of 
our  total  exports  to  Latin  America  is  at  the  present 
time  handled  by  the  export  commission  houses.  If 
Cuba  and  Mexico  were  excluded  from  the  count,  the 
percentage  would  be  much  larger.  The  thirty  per 
cent  of  the  total  that  has  been  lost  by  the  commission 
merchant  is  accountable  to  the  direct  sales  by  manu- 
facturers and  packers  to  nearby  and  closely  allied 
Cuba  and  Mexico,  to  the  materials  and  supplies  fur- 
nished to  enterprises  financed  by  American  capital, 
and  to  the  establishment  of  their  own  relations  in  the 
principal  centers  of  South  America  proper  by  such 
large  combinations  as  the  International  Harvester 
Company,  the  Steel  Corporation,  the  Singer  Sewing 
Machine  Company,  and  a  few  other  large  companies. 
The  petroleum  products  will  also  soon  be  removed 
from  the  open  market,  and  the  modem  tendency  of 
large  corporations  to  market  their  products  through 
their  own  selling  oi^anizations  may  lead  some  of  the 
larger  manufacturers  of  sundry  machinery  to  open 
their  own  branches  in  countries  like  Brazil  and  the 
Argentine  Republic.  Thus  the  field  narrows  for  the 
commission  merchant.    It  is  a  serious  question  whether, 
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under  the  present  method  of  trade,  he  can  afford  to 
handle  and  finance  the  thousand  and  one  articles,  not 
worthy  of  specification,  that  go  to  make  up  45%  of 
our  entire  exports,  if  his  trade  is  limited  to  them  by 
the  elimination  of  the  bulk  or  staple  articles  which 
require  little  labor  to  sell  and  mount  quickly  in  value. 

Up  to  the  present  time  the  commission  merchant 
has  earned  on  the  large  tmn-over  in  staple  articles 
sold  in  large  quantities  sufficient  to  enable  him  to 
maintain  his  offices  and  salesmen  in  the  principal 
cities  of  Latin  America,  employ  the  exp^*t  sts^  neces- 
sary in  his  home  office,  cover  his  general  nmning 
expenses,  and  accept  and  execute  orders  for  general 
merchandise  on  the  same  basis  of  profit  or  commission 
as  the  bulk  goods.  It  does  not  require  any  more 
labor  or  time  to  secure  an  order  for  ten  thousand  cases 
of  kerosene  valued  at  ten  or  eleven  thousand  dollars 
than  it  does  to  take  an  order  for  five  hundred  dozen 
of  padlocks  worth  only  five  hundred  dollars.  In  the 
first  case  the  commission  merchant  might  earn  $250, 
in  the  second  case,  only  $12.50.  In  order  to  gain  a 
sufficient  turn-over  in  general  merchandise  sold  in 
smali  quantities  he  would  be  obliged  to  increase  largely 
his  selling  force  and  also  his  clerical  staff,  as  the  detailed 
work  of  handling  such  business  is  enormous.  Such  ex- 
pansion would  involve  a  great  increase  in  expenditures, 
which  could  not  be  undertaken  under  the  prevailiag 
percentage  of  profit;  yet  that  percentage  is  extremely 
difficult  to  increase  unless  the  manufacturers  make 
radical  changes  in  their  present  methods  of  bringing 
their  goods  to  the  attention  of  the  ultimate  buyers 
and  of  negotiating  their  sales. 

The  advice  that  is  so  indiscriminately  distributed 
to  manufacturers  to  seek  direct  connections  abroad 
may  not  only  in  some  cases  cause  considerable  capital 
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loss  to  the  manufacturers  but,  if  generally  followed, 
might  also  eventually  lead  to  a  decrease  rather  than  an 
increase  of  our  export  transactions.  Hitherto  it  has 
cost  the  general  manufacturer  nothing  to  market  his 
goods  in  Latin  America  beyond  the  trifling  expense 
of  publishing  a  few  special  catalogues.  He  has  received 
his  orders  from  the  export  conunission  houses  and 
has  been  paid  prompt  cash  for  his  goods  as  soon  as 
they  have  been  placed  on  board  the  steamer  in  New 
York  or  other  ports  of  shipment.  He  has  also  been 
relieved  to  a  great  extent  from  claims  from  foreign 
buyers,  when  the  goods  shipped  are  of  inferior  quality, 
or  not  according  to  order,  or  not  shipped  on  contract 
time.  Since  the  buyer  looks  first  to  the  commission 
merchant  and  holds  him  responsible  for  any  deviation 
from  his  contract  of  purchase,  the  export  conmiission 
house  has  shouldered  the  burden.  It  is  the  conmiission 
merchant,  furthermore,  who  has  stood  all  the  expense 
of  maintaining  agents  and  salesmen  in  the  principal 
commercial  centers  of  Latin  America,  of  sending 
special  travellers  from  time  to  time,  of  employing 
experts  acquainted  with  foreign  languages  to  attend 
to  the  details  of  shipping,  correspondence,  making 
up  of  commercial  and  consular  invoices,  in  which  the 
slightest  mistake  or  deviation  from  the  prescribed 
form  wiU  involve  heavy  fines  in  the  foreign  custom 
houses,  who  advances  the  money  to  prepay  ocean 
freight  and  charges,  and  who  risks  his  capital  in  granting 
the  long  credits  required. 

The  conmiission  merchant  not  only  expends  and 
locks  up  a  large  sum  of  money  in  the  machinery  for 
conducting  his  business,  but  also,  no  matter  how 
good  his  banking  faciUties  may  be,  is  obliged  to  tie 
up  as  margin  in  banks  an  amoimt  of  money  propor- 
tionate to  his  transactions,  and  always  has  a  contin- 


Digitized  by  VjOOQ  IC 


LATIN  AMERICAN  TRADE  135 

gent  liability  for  the  entire  amount  of  his  transactions 
until  they  are  actually  liquidated,  a  period  of  time 
averaging  five  or  six  months.  Hence  a  commission 
merchant  whose  sales  may  average  S100,000  per 
month  is  constantly  carrying  a  liability  of  $500,000 
or  $600,000.  The  fact  that  the  sales  are  to  various 
countries,  to  different  towns,  and  to  different  cus- 
tomers in  each  country,  with  different  dates  of  matu- 
rity, and  consist  of  many  different  classes  of  mer- 
chandise, so  that  a  general  ^'  deb&cle  "  is  practically 
impossible,  is  the  only  reason  that  he  is  able  to  discount 
his  bills  with  any  freedom  at  the  European  banks. 
An  individual  manufacturer  imless  exporting  on  a  very 
large  scale  could  not  expect  to  obtain  the  same  banking 
facilities. 

What  conditions,  then,  confront  the  manufacturer 
who  decides  to  cultivate  a  direct  trade  with  Latin 
America,  and  undertakes  first  to  get  a  foothold  in 
Brazil,  Argentina,  and  the  West  Coast  countries  ? 
He  already  receives  a  certain  amoimt  of  business 
through  the  commission  houses,  to  whom  he  has 
named  a  cash  price  covering  a  manufacturing  profit 
but  probably  lower  than  his  domestic  price,  since  he 
has  had  no  selling  expenses  to  consider,  and  has  been 
paid  cash.  If  he  believes  that  his  business  can  be 
increased  by  the  elimination  of  the  middleman  and 
by  direct  sale,  he  must  employ  a  competent  salesman, 
who  understands  his  product  and  speaks  Spanish  and 
Portuguese,  at  a  salary  which  may  run  from  S2500 
to  13000,  and  he  must  send  him  to  South  America. 
It  will  take  a  year  to  cover  the  countries  in  question 
on  a  preliminary  trip,  as  stays  of  a  month  or  even  two 
months  may  be  necessary  to  accomplish  anything  in 
some  of  the  principal  cities.  The  cost  of  travelling 
will  average  at  least  ten  dollars  per  day.    In  the  first 
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town  that  his  traveller  visits,  he  will  find  that  the 
importer  has  been  receiving  his  goods  at  exactly  the 
price  paid  by  the  commission  merchant,  plus  the  freight 
charges  and  a  commission  of  only  2^%  or  at  the 
most  5%y  and  that  he  is  given  ninety  days  time  after 
the  arrival  of  the  goods  in  which  to  make  payment, 
being  charged  interest  at  the  rate  of  6%  per  annum. 
Unless  he  can  continue  to  obtain  the  goods  at  the  same 
price  and  on  the  same  conditions  he  will  not  place  his 
orders.  Let  us  assume  that  the  manufacturer  con- 
forms to  the  conditions  and  is  successful  enough  to 
book  orders  to  the  extent  of  $100,000  during  the  year. 
When  he  comes  to  execute  the  orders  he  finds  that 
he  must  employ  a  special  clerk  to  make  out  his  invoices 
and  consular  papers  in  Spanish  and  Portuguese,  at  a 
salary  of  at  least  $1000  a  year,  and  in  addition,  if  he 
is  not  located  in  New  York,  he  must  pay  some  broker 
to  handle  the  shipping  papers  and  details.  He  cannot 
afford  to  withdraw  $50,000  from  his  manufacturing 
capital  and  seeks  to  discount  his  ninety  days  sight 
bills  on  the  foreign  buyers.  His  local  bank  refuses 
to  have  anything  to  do  with  them,  or,  if  it  takes  them, 
must  perforce  pass  them  through  one  of  the  foreign 
b^iks  having  agencies  in  New  York  and  must  charge 
the  manufacturer  a  double  discount.  If  he  is  located 
in  New  York  or  its  vicinity,  he  may  be  able  to  arrange 
for  partial  discount  direct  with  the  foreign  banks,  but 
will  undoubtedly  have  to  leave  a  substantial  margm 
undiscounted  which  will  curtail  his  manufacturing 
capital.  When  he  casts  his  balance  sheet  at  the  end 
of  the  year,  he  finds  that  his  sales  may  have  increased, 
but  he  has  incurred  $7000  or  more  of  extra  expenses 
and  earned  only  an  additional  $2500  to  offset  them, 
and  has  tied  up  a  portion  of  his  working  capital.  The 
difference  goes  against  his  manufactiuing  profit.    He 
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pockets  his  loss  and  in  the  future  is  likely  to  look  with 
an  unfavorable  eye  on  direct  export  business.  In 
the  meantime  the  commission  merchants  have  ceased 
to  solicit  or  accept  orders  for  his  goods  and  have  sub- 
stituted a  competitive  line,  or  if  it  is  a  non-competitive 
line,  have  dropped  that  class  of  business  entirely.  If, 
on  the  other  hand,  he  recognizes  at  the  start  that  he 
must  raise  his  prices  in  order  to  cover  the  extra  ex- 
pCTJses,  he  is  likely  to  defeat  his  object  and  diminish 
his  sales. 

This  is  by  no  means  an  unusual  case;  and  such 
expaiences  go  far  to  explain  the  slow  growth  of  that 
direct  trade  which  many  writers  and  speakers  advocate. 
It  is  not  an  exaggeration,  in  my  opinion,  to  say  that 
such  indiscriminate  advice  has  elements  of  real  danger. 

The  advocates  of  direct  business,  however,  will 
argue  that  the  commission  houses  do  not  vigorously 
push  general  lines  of  manufactured  goods.  The  fact 
is  that  they  do,  as  a  rule,  seek  such  business  up  to  the 
limit  of  their  capacity  and  margin  of  profit,  but  they 
cannot  afford  under  the  present  conditions  to  devote 
as  much  time  and  effort  as  they  would  desire  when 
this  branch  of  trade  yields  no  more  commission  or 
profit  than  staple  or  bulk  articles.  It  may  be  asked 
why  the  commission  merchant  does  not  increase 
his  commission  or  percentage  of  profit  to  a  point 
that  will  compensate  him  for  extra  effort  ?  Prin- 
cipally because  the  over-eagerness  of  the  American 
manufacturer  to  sell  makes  American  general  mer- 
chandise the  least  profitable  of  any,  not  only  for  the 
foreign  merchant  who  imports  to  resell  but  also  for 
the  eiq)ort  commission  merchant  or  middleman.  Fur- 
thermore, the  American  manufacturer,  as  a  class,  has 
not  yet  learned  to  respect  the  rights  of  his  middlemen 
in  his  export  transactions  as  he  does  in  his  domestic 
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trade.  Any  merchant  in  Latin  America,  be  he  big 
or  small,  worthy  of  extended  credit  or  on  the  verge  of 
bankruptcy,  can  write  to  almost  any  American  manu- 
facturer and  be  quoted  the  lowest  export  price  for 
his  product  down  to  the  last  cash  discount;  catalogues 
are  sent  abroad  indiscriminately,  even  to  individual 
consumers,  showing  the  exact  price  at  which  the  largest 
jobbers  can  purchase  the  articles  advertised.  This 
simply  illustrates  a  lack  of  experience  in  foreign  trade 
and  contrasts  with  the  protection  which  European 
manufacturers,  such  as  the  German,  have  learned  to 
give  to  their  recognized  factors  in  the  more  highly 
developed  organization  of  foreign  commerce. 

Such,  then,  is  the  situation.  A  large  business  to 
Latin  America  has  been  built  up  largely  through  the 
enterprise  and  activity  of  the  export  coiomission 
houses;  the  action  of  various  agencies  is  gradually 
removing  from  the  hands  of  the  commission  merchant 
many  lines  on  which  he  depends  to  give  his  business 
sufficient  volume  to  carry  his  heavy  fixed  expenses; 
deprived  of  those  lines,  he  might  not  earn  a  net  pro- 
fit on  the  smaller  sundry  lines  sufficient  under  the 
present  conditions  properly  to  compensate  for  his  capi- 
tal risk.  Eliminate  the  conmiission  house  and  many 
manufacturers  could  not  afford  to  do  a  direct  export 
business,  and  such  as  could  would  do  it  at  a  greatly 
increased  expense  and  be  obliged  to  raise  their  selling 
price  or  curtail  their  profits,  thus  either  increasing 
the  already  established  competition  from  Europe  or 
diminishing  the  desirability  of  engaging  in  foreign 
trade. 

The  conclusion  seems  to  be  clear.  If,  as  is  desirable 
and  will  ultimately  be  necessary,  we  are  to  develop 
our  foreign  market  for  goods  competing  with  the  man- 
ufactures of  Europe,  we  must  study  with  care  all  the 
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conditions  in  each  individual  case.  When  the  manu- 
facturer is  producing  on  a  large  scale  and  is  determined 
to  build  up  a  permanent  foreign  connection  he  may 
profitably  enter  the  field.  This  is,  in  fact,  the  present 
tendency  in  the  growth  of  direct  sales  to  Latin  America. 
But  for  the  use  of  the  greater  number  of  smaller  manu- 
facturers, selling  diversified  products,  there  is  at  hand 
an  admirable  mechanism  in  the  export  commission 
house.  There  must  be,  however,  intelligent  coopera- 
tion on  both  sides,  and  due  consideration  for  the  ser- 
vices of  the  middlemen. 

William  C.  Downs. 

Nxw  TOBK. 
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FISHER'S  PURCHASING  POWER  OF  MONEY 

Professor  Irving  Fisher's  book,  The  Purchasing  Power 
of  Money j^  furnishes  an  encouraging  example  of  the  striking 
and  important  results  which  may  be  gained  in  a  well-worked 
field  of  economic  science,  even  when  no  revolutionary  changes 
in  fundamental  principles  are  proposed.  The  first  half  of 
the  volume  contains,  as  the  author  himself  points  out,  simply 
a  restatement  and  amplification  of  the  quantity  theory, 
with  no  essential  modifications  of  the  conclusions  reached 
by  the  classical  economists.  At  every  stage  of  the  discussion, 
however,  the  reader  will  find  much  of  value;  and  taken  as 
a  whole  it  is  easily  the  most  comprehensive  and  satisfactory 
treatment  of  the  subject  which  has  been  formulated.  Then 
follows  a  brilliant  attempt  at  the  statistical  verification  of  the 
theory,  which  in  some  directions  opens  up  a  new  field  for 
further  investigation.  In  the  final  chapter,  an  interesting 
proposal  is  brought  forward,  designed  to  secure  greater 
stability  in  prices;  a  proposal  which  should  prove  revolu- 
tionary enough  to  satisfy  the  most  progressive  of  economists. 

In  the  exposition  of  the  quantity  theory,  an  analysis  is 
first  made  of  the  antecedent  influences  which  cause  changes 
in  the  five  familiar  magnitudes  of  the  equation  of  exchange, 
—  the  amount  of  money  in  circulation,  deposits  subject  to 
check,  their  respective  velocities  of  circulation,  and  the 
volume  of  trade.  The  summary  of  these  influences  by  the 
author  at  the  beginning  of  chapter  VIII  cannot  be  improved 
upon,  and  may  be  quoted  in  full  (pp.  14&-150) : 

>  The  Purchaainc  Power  of  Money,  Its  Detennlnatloii  and  Relation  to  Credit, 
Interest,  and  Crtoee,  by  Irving  Flaher,  Professor  of  political  economy  In  Yale  Unlyerslty, 
■assisted  by  Hany  Q.  Brown*  Instructor  In  political  economy  In  Yale  University. 
New  York:  The  Macmlllaii  Co.,  1911.     (pp.  zxll+  606,  $3  net.) 
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"  Purchasing  power  has  been  studied  as  the  eflFect  of  five, 
and  only  five,  groups  of  causes.  The  five  groups  are  money, 
deposits,  their  velocities  of  circulation,  and  the  volume  of 
trade.  These  and  their  effects,  prices,  we  saw  to  be  con- 
nected by  an  equation  called  the  equation  of  exchange, 
MV+M'V'  =  SpQ.  The  five  causes,  in  turn,  we  found 
to  be  themselves  effects  of  antecedent  causes  lying  entirely 
outside  of  the  equation  of  exchange,  as  follows:  the  volume 
of  trade  will  be  increased,  and  therefore  the  price  level 
correspondingly  decreased  by  the  differentiation  of  hiunan 
wants;  by  diversification  of  industry;  and  by  the  facilita- 
tion of  transportation.  The  velocities  of  circulation  will 
be  increased,  and,  therefore,  also  the  price  level  increased 
by  improvident  habits;  by  the  use  of  book  credit;  and  by 
rapid  transportation.  The  quantity  of  money  will  be 
increased,  and  therefore  the  price  level  increased  corres- 
pondingly by  the  import  and  the  minting  of  money,  and, 
antecedently,  by  the  mining  of  the  money  metal;  by  the 
introduction  of  another  and  initially  cheaper  money 
metal  through  bimetallism;  and  by  the  issue  of  bank  notes 
and  other  paper  money.  The  quantity  of  deposits  will  be 
increased,  and  therefore  the  price  level  increased  by  exten- 
sion of  the  banking  system  and  by  the  use  of  book  credit. 
The  reverse  causes,  of  course,  produce  reverse  effects." 

All  these  propositions  are  set  forth  clearly  and  in  the 
main  convincingly.  More  attention  might,  indeed,  with 
advantage  have  been  given  to  certain  problems,  raised 
by  the  issue  of  bank  notes  under  varying  legal  provisions; 
tho  a  complete  anal3rsis  would  have  required  much  space, 
and  perhaps  belongs  more  properly  to  a  treatise  on  banking. 
The  analysis  of  international  gold  movements  also  leaves 
something  to  be  desired  in  completeness.  On  grounds 
of  abstract  theory  issue  might  be  taken,  for  example,  with 
the  unqualified  statement  that  the  imposition  of  tariff 
duties  invariably  tends  to  establish  a  higher  price  level. 
While  true  for  the  world  at  large  on  account  of  the  lessened 
volume  of  trade,  it  is  at  least  possible  that  high  duties  by 
diverting  capital  and  labor  into  relatively  unproductive 
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channels  may  have  a  contrary  effect  in  the  country  adopting 
this  policy.  The  removal  of  duties  by  the  United  States, 
if  it  should  lessen  materially  the  cost  of  production  in  many 
industries,  might  in  the  course  of  time  greatly  stimulate 
our  export  trade.  This  increase  in  exports  might  exceed 
that  of  imports  favored  by  the  removal  of  duties,  and  in 
consequence  gold  imports,  and  a  change  in  relative  price 
levels  would  follow,  —  a  higher  level  here,  a  lower  level 
elsewhere. 

The  most  illuminating  conclusions  of  the  first  half  of  the 
book  are  brought  together  in  the  eighth  chapter,  in  which 
the  various  interactions  of  changes  in  each  one  of  the  factors 
in  the  equation  of  exchange  upon  the  others  are  restated 
and  amplified.  Upon  this  subject  Professor  Fisher  is  prop- 
erly at  great  pains  to  distinguish  between  interactions 
during  transition  periods,  and  those  which  exert  an  influence 
normally  or  in  the  long  run.  The  following  are  the  causal 
relations  which  he  finds  after  transitions  are  completed. 
An  increase  in  the  supply  of  money  tends  to  increase  deposits 
subject  to  check  proportionally,  because  banks  increase 
loans  and  consequently  deposits  until  the  customary  relation 
of  the  latter  to  their  cash  reserves  is  reached.  If  confined 
to  a  single  country,  as  an  increase  in  the  money  supply  and 
deposits,  an  increase  in  deposits  relative  to  money,  and  an 
increase  in  the  velocity  of  either  money  or  deposits,  all  tend 
to  raise  prices;  money  is,  in  consequence,  dispersed,  either 
through  export,  thus  slightly  raising  world  prices,  or  through 
its  greater  use  in  the  arts.  Lastly,  an  increase  in  the  volume 
of  trade,  which  directly  tends  to  lower  prices,  also  tends 
to  increase  velocities  and  the  use  of  deposit  currency  rela- 
tive to  money,  and  consequently  to  neutralize  in  some 
measure  the  falling  price  tendency.  With  these  proposi- 
tions, as  with  those  relating  to  antecedent  influences  causing 
changes  in  the  factors  in  the  equation  of  exchange  taken 
singly,  I  find  myself  in  entire  agreement. 

Turning  now  to  transition  periods,  an  additional  series 
of  interactions  is  discovered.  Unfortunately  the  analysis 
at  this  stage  lacks  somewhat  in  that  comprehensiveness 
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i¥hich  is  one  of  the  distinguishing  characteristics  of  the 
book  as  a  whole.  The  transition  effects  of  changes  in  the 
supply  of  money  are  worked  out  in  detail,  but  an  equally 
painstaking  analysis  is  not  made  of  the  effects  of  changes 
in  the  other  factors  in  the  equation  of  exchange.  It  is 
shown  very  clearly  and  with  ample  illustration  that  the 
transitional  effects  of  an  increase  in  the  supply  of  money 
are  a  more  than  proportional  increase  in  deposits,  some 
increase  in  the  velocity  of  both,  together  with  some  sUght 
increase  in  the  volvune  of  trade.  Hence  the  transitional 
effect  on  prices  of  an  increase  in  money  is  greater  than  its 
normal  effect.  Professor  Fisher  attributes  these  phenomena 
solely  to  the  failing  of  the  rate  of  interest  to  keep  pace  with 
the  advance  in  prices.  Borrowers  reap  an  advantage 
which  encourages  further  borrowing,  and  lenders,  equally 
regardless  of  fundamental  considerations,  for  a  time  gratify 
the  demand.  Trade  is  brisk,  and  all  the  transitional  effects 
noted  before  appear.  But  sooner  or  later  a  day  of  reckoning 
comes.  ''  When  interest  has  become  adjusted  to  rising 
prices,  and  loans  and  deposits  have  reached  the  limits  set 
for  them  by  the  bank  reserves  and  other  conditions,  the 
fact  that  prices  no  longer  are  rising  necessitates  a  new  ad- 
justment. Those  whose  business  has  been  unduly  extended, 
now  find  the  high  rates  of  interest  excessive.  Failures 
result,  constituting  a  commercial  crisis  "  (p.  73). 

The  reasoning  here  seems  to  be  based  upon  two  assump- 
tions, which  are  far  from  being  satisfactorily  or  convincingly 
proved:  first,  that  it  is  the  failure  of  the  rate  of  interest 
to  keep  pace  with  rising  prices  that  causes  the  imhealthy 
expansion  which  precedes  crises;  and  second,  that  in  the 
absence  of  such  an  increase  in  the  money  supply  as  would 
permit  some  normal  increase  in  prices,  no  transitional 
increase  of  serious  moment  would  be  possible.  Many 
other  causes,  however,  in  addition  to  the  failure  of  the 
rate  of  interest  to  advance  adequately,  contribute  in 
the  creation  of  the  imhealthy  expansion  which  precedes  the 
outbreak  of  commercial  crises.  The  uneven  advance  of 
conmiodity  prices,  to  say  nothing  of  the  lagging  behind 
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of  wages  and  salaries,  may  well  be  given  an  equal  measure 
of  importance.  Further,  when  wages  and  salaries  do  ad- 
vance the  advance  is  apt  to  be  very  general,  while  a  consider- 
able and  increasing  variety  of  commodities  and  services 
are  sold  at  customary  prices,  susceptible  to  little  or  no 
change  dining  a  short  period  of  years.  But  space  lacks 
for  a  consideration  in  detail  of  this  most  difficult  subject. 
Enough  has  perhaps  been  said  to  indicate  the  fragmentary 
character  of  the  analysis  which  Professor  Fisher  has  brought 
forward. 

The  second  assumption,  that  price  changes  of  a  disturbing 
character  would  not  occur  in  the  absence  of  the  initial 
stimulus  of  an  increase  in  the  supply  of  money,  would  seem 
to  be  equally  untenable.  It  would  seem  entirely  i>ossible, 
tho  no  doubt  less  probable,  that  through  the  increase  of  the 
velocity  of  the  circulation  of  money  and  deposits,  and  the 
expansion  of  deposits  upon  a  stationary  cash  foundation, 
an  increase  in  prices  might  occur  sufficient  to  give  rise  to  all 
the  troubles  which  culminate  in  a  commercial  crisis.  Fur- 
ther, it  may  be  noted  that  the  possible  range  of  price  fluctua- 
tion, from  causes  other  than  changes  in  the  money  supply, 
is  apt  to  be  particularly  wide  in  countries  in  which  general 
conditions  and  the  temperament  of  the  people  favor  enter- 
prise and  speculative  activity.  In  such  countries  deposits 
fall  far  below  the  customary  ratio  to  cash  reserves  in  periods 
of  trade  reaction,  and  there  is  therefore  this  slack  to  be  taken 
up  in  the  periods  of  trade  activity,  in  addition  to  that  ex- 
pansion of  deposits  beyond  the  customary  ratio  which 
usually  precedes  the  outbreak  of  a  panic. 

The  potent  influence  of  the  increase  of  the  supply  of  gold, 
during  the  last  fifteen  years,  may  perhaps  explain  Professor 
Fisher's  failure  to  give  specific  attention  to  transition  changes 
in  velocities  and  deposits  independent  of  changes  in  the 
supply  of  money.  This  incompleteness  in  the  analysis  is 
found  conspicuously  in  the  chapter  devoted  to  the  historical 
verification  of  the  quantity  theory.  As  an  account  of  price 
movements  during  the  last  five  hundred  years,  the  chapter  is 
excellent.    It  is  easy  to  show  that  pronounced  price  changes 
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of  long  duration  have  been  accompanied  by  corresponding 
changes  in  the  supply  of  money.  But  the  chapter  contains 
also  a  summary  account  of  crises,  which  leaves  the  impression 
that  all  commercial  crises  have  been  preceded  by  an  increase 
in  the  supply  of  money,  either  specie,  government  paper, 
or  bank  notes.  But  this  is  a  conclusion  to  which  there  are 
notable  exceptions,  the  most  striking  of  which  is  the  crisis 
of  1873  in  the  United  States.  Professor  Fisher  does  not, 
indeed,  r^^ard  it  as  an  exception.  He  calls  attention  to  the 
increase  in  bank  note  circulation  between  1868  and  1873, 
from  $295,000,000  to  $341,000,000,  but  he  does  not  mention 
that  in  these  years  an  almost  equivalent  volimie  of  3  per 
cent  certificates  were  retired.  These  certificates  did  not 
circulate  as  money,  but  as  they  were  used  for  bank  reserves, 
their  retirement  involved  a  contraction  of  the  available 
money  supply.  Again,  the  increase  in  the  stock  of  money 
which  preceded  the  crisis  of  1889  in  France,  of  1890  in  Eng- 
land, and  1893  in  the  United  States,  was  not  one  which  in 
itself  made  possible  an  increase  in  prices,  but  rather  the 
reverse.  Such  increase  as  occurred  would  seem  to  have  been 
due  entirely  to  the  expansion  of  deposits  relative  to  checks, 
and  perhaps  also  to  increasing  velocities  of  circulation. 
The  experience  of  those  years  furnishes  an  interesting  in- 
stance of  the  possibility  of  temporary  advances  in  prices, 
culminating  in  a  crisLs,  during  a  period  when  the  money 
supply  was  not  increasing  fast  enough  to  prevent,  in  the  long 
run,  a  lowering  of  the  general  price  level.  Finally  it  may 
be  observed  that  during  the  last  fifteen  years,  notwith- 
standing the  increase  in  the  stock  of  money,  both  England 
and  France  have  escaped  crises.  After  all,  general  economic 
conditions,  the  temper  of  the  business  community,  and 
banking  operations  are  fundamental  factors  to  be  considered 
in  the  analysis  of  crises.  Monetary  changes  pure  and 
simple  would  seem  to  be,  at  the  most,  a  contributing  but 
not  the  controlling  factor. 

The  most  interesting  and  valuable  part  of  the  book  is 
most  certainly  chapter  XII,  which  with  its  appendix  makes 
up  nearly  a  fourth  of  the  volume.    Professor  Fisher  here 
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in  most  brilliant  fashion  subjects  the  quantity  theory  to  the 
test  of  exact  measurement,  taking  for  the  purpose  the  period 
from  1896  to  1909.  He  finds  a  remarkably  close  approxi- 
mation between  the  actual  course  of  prices  and  that  which 
was  to  have  been  expected  from  estimated  changes  in  the 
factors  of  the  equation  of  exchange.  A  similiar  attempt 
was  made  by  Professor  Eemmerer,  in  his  Money  and  Credit 
Instrumenta  (1905).  Thanks  to  the  investigations  of  the  Na- 
tional Monetary  Commission  and  to  some  special  investiga- 
tions made  for  him  by  United  States  Treasiuy  officials, 
the  data  made  use  of  by  Professor  Fisher  are  much  more 
complete  than  those  available  to  his  predecessor.  In  partic- 
ular, he  has  had  the  advantage  of  the  two  investigations 
conducted  by  Professor  Kinley  regarding  check  and  cash 
payments,  one  for  the  beginning  of  the  period  taken  for 
analysis  and  the  other  for  the  end.  With  these  advantages, 
coupled  with  numerous  improvements  in  the  methods  of 
calculation.  Professor  Fisher  reaches  estimates  which  doubt- 
less make  a  much  nearer  approach  to  actual  facts  than  those 
resulting  from  the  pioneer  work  of  Professor  Kemmerer. 
Moreover,  Professor  Fisher  makes  estimates  which  had 
not  been  attempted  by  his  predecessor,  for  certain  magnitudes 
in  the  equation  of  exchange.  Professor  Kemmerer  esti- 
mated the  volume  of  check  transactions  (M'V,)  but  did 
not  offer  any  separate  estimate  of  the  volume  of  deposits 
subject  to  check  (M')  and  the  velocity  of  circulation  of 
deposit  currency  (V). 

The  most  important  contribution  made  by  Professor  Fisher 
to  the  statistical  verification  of  the  quantity  theory  is  in 
connection  with  the  velocity  of  circulation  of  money.  Here 
something  more  was  required  than  the  use  of  more  com- 
prehensive data  and  the  refinement  of  existing  methods. 
An  entirely  new  method  is  worked  out  for  estimating  what 
has  generally  been  thought  beyond  direct  calculation.  The 
analysis,  once  made,  is  simplicity  itself,  but  on  that  account 
the  immense  debt  of  all  students  of  monetary  problems 
to  Professor  Fisher  is  in  no  wise  lessened.  The  amount 
of  exchanges,  effected  by  means  of  money  (MY),  once 
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detennined,  the  velocity  of  its  drculation  is  arrived  at  simply 
by  dividing  that  magnitude  by  the  amount  of  money  in 
circulation.  But  no  previous  writer  has  been  able  to  devise 
a  satisfactory  method  for  estimating  the  amount  of  exchanges 
effected  by  means  of  money.  This  magnitude  is,  according 
to  Professor  Fisher,  equal  to  the  total  money  deposited 
in  banks  plus  the  total  money  wages  paid  out  plus*  a  small 
miscellaneous  item.  In  coimtries  where  deposit  banking 
is  highly  developed  "  money,  like  checks,  circulates  in  general 
only  once  outside  the  banks;  but  when  it  passes  through 
the  hands  of  non-depositors  (which  practically  means  wage- 
earners)  it  circulates  once  more,  thus  adding  the  value  of 
wage  payments  to  the  volume  of  ordinary  money  circula- 
tion, which  is  equal  to  the  flow  of  money  through  banks  " 
(p.  287).  A  few  items  composing  the  small  miscellaneous 
total  of  money  which  circulates  more  than  twice  may  be 
mentioned  to  illustrate  their  obvious  insignificance:  —  the 
tiU-paid  expenditures  of  '^  commercial  depositors "  in 
excess  of  money  withdrawn  by  them  from  banks;  money 
receipts  of  non-commercial  depositors  pocketed  instead 
of  being  deposited;  money  payments  between  '^  commer- 
cila  depositors,"  between  "  other  depositors "  and  those 
between  "  non-depositors."  The  amount  of  money  with- 
drawn from  banks  in  1909  is  estimated  by  Professor  Fisher 
as  $20.7  billions,  and  the  amount  of  money  expended  in 
wages  at  $13.1  billions,  while  the  total  of  various  miscel- 
laneous items  is  estimated  at  only  $1.3  biUions.  The 
relative  amount  of  the  latter  figure  is  so  small  that  even 
if  the  estimate  is  far  from  exact,  it  would  make  little  dif- 
ference in  the  total  of  money  payments,  and  accordingly 
in  the  velocity  of  the  circulation  of  money.  The  data  for 
the  calculation  of  the  amount  of  money  withdrawn  from 
banks  are  based  upon  Professor  Kinley's  investigations  for 
1896  and  1909.  For  other  years  the  figures  are  interpolated. 
The  amount  paid  out  to  wage-earners  and  other  non- 
depositors  is  estimated  largely  from  Census  and  Bureau  of 
Labor  returns. 
Finally,  the  volume  of  trade  and  the  level  of  prices  are 
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calculated  from  a  variety  of  data  which  are  brought  together 
in  the  appendix,  but,  as  no  new  principles  or  methods  are 
involved,  extended  comment  is  unnecessary.  Future  in- 
vestigators, using  more  adequate  data,  and  further  refine- 
ments of  method,  will  no  doubt  arrive  at  more  accurate 
estimates  of  these  as  well  as  the  other  magnitudes  of  the 
equation  of  exchange.  Professor  Fisher  has  laid  a  broad 
and  deep  foundation.  A  long  step  has  been  taken  toward 
the  reasonably  exact  measurement  of  price-making  factors. 

In  the  final  chapter.  Professor  Fisher  attacks  the  problem 
of  '^  making  purchasing  power  more  stable."  Among  the 
remedies  which  have  been  proposed  at  various  times  in  the 
past,  he  discovers  merit  only  in  the  tabular  standard.  But 
the  complications  that  would  follow  its  partial  adoption 
make  it  unsatisfactory,  and  there  seems  no  way  of  securing 
its  simultaneous  adoption  universally  by  all  individuals, 
as  well  as  by  all  countries.  The  remedy  which  he  proposes 
would  require  no  change  whatever  in  the  circulating  medium 
or  m  the  methods  of  making  payments  between  individuals. 
International  agreement  alone  would  be  needed.  The 
proposal  is  a  combination  of  the  tabular  standard  with  the 
gold  exchange  standard.  Such  an  arrangement,  it  is  argued, 
would  be  not  imlike  in  principle  that  already  set  up  in 
India,  the  Philippines,  Mexico,  and  Panama.  ''As  the 
system  is  now  operated  the  coinage  is  manipulated  to  keep 
it  at  par  with  gold,  that  is,  to  follow  the  fluctuations  of  the 
gold  standard  wherever  they  may  lead."  Manipulate  the 
par  of  exchange  to  keep  pace  with  the  tabular  standard 
and  stable  prices  will  be  secured.  The  steps  necessary  to 
be  taken  in  order  to  establish  the  system  are  simple.  First, 
the  mints  of  the  world  must  be  closed  to  free  coinage  of  gold, 
thus  giving  coined  gold  a  value  higher  than  its  bullion 
value;  second,  an  international  statistical  oflice  would  be 
necessary  to  compute  index  numbers  in  the  ordinary  way. 
Dividing  the  market  price  of  gold  by  the  index  number 
would  give  an  official  price  for  gold.  At  this  official  price 
the  government  of  some  one  coimtry,  agreed  upon  for  the 
purpose,  would  either  buy  or  sell  gold  at  the  option  of  the 
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public.  This  official  price  would  be  below  the  market  price, 
if  prices  had  advanced,  and  above  it  in  cases  of  falling  prices. 
In  the  former  instance,  bullion  would  be  sold  by  the  govern- 
ment for  coin,  thus  bringing  about  contraction;  in  the  latter 
case,  by  the  purchase  of  gold  the  supply  of  money  would  be 
increased.  By  this  process  the  purchasing  medium  of  the 
one  pivotal  country  would  be  either  contracted  or  expanded 
to  the  extent  necessary  to  maintain  a  stable  price  level. 
For  the  rest  of  the  world,  through  exchange  dealings  with 
the  gold  manipulating  country,  price  levels  would  also  be 
made  permanent. 

One  experiences  serious  difficidty  in  forming  a  judgment 
on  the  merits  of  this  proposal,  because  it  is  presented  merely 
in  outline,  occupying  but  a  scant  ten  pages  in  the  book. 
It  is  to  be  hoped  that  on  some  future  occasion  Professor 
Fisher  will  work  out  the  plan  in  detail,  and  therefore  the 
conuuents  which  I  shall  venture  to  make  are  to  be  regarded 
primarily  as  suggestions  of  points  upon  which  further  in- 
fonnation  is  needed,  and  not  necessarily  as  fatal  objections 
to  the  plan  itself.  In  the  first  place  it  may  be  noted  that 
the  plan  does  not  make  clear  the  conditions  under  which 
additions  are  to  be  made  to  the  gold  coinage  by  the  different 
countries.  Whether  they  are  to  come  through  gold  ex- 
ports from  the  country  chosen  as  the  pivot  of  the  system, 
or  whether  each  country  is  to  coin  gold,  adjusting  the  amount 
with  reference  to  the  exchange  situation,  is  not  stated.  In 
either  case,  it  may  be  questioned  whether  the  trade  and 
financial  relations  of  all  countries  are  sufficiently  close 
with  any  one  of  them  to  render  them  all  directly  and  im- 
mediately sensitive  to  changes  in  its  level  of  prices.  More- 
over, there  might  occur  changes  in  the  level  of  prices  peculiar 
to  the  country  selected  to  register  changes  in  the  official 
price  of  gold.  The  foreign  trade  position  of  the  country 
might  change,  and  in  consequence  changes  in  its  price  level 
relative  to  those  of  other  countries  would  be  necessary. 
A  local  speculative  movement  might  also  be  the  occasion 
of  change  in  the  price  level.  Whatever  the  cause,  the 
proiXMsed  plan  would  seem  to  involve  a  corresponding  change 
in  the  monetary  situation  throughout  the  world. 
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In  the  second  place,  the  adjustment  of  prices  through 
changes  in  the  market  price  of  gold  would  seem  to  subject 
the  business  of  the  world  to  a  never-ending  succession 
of  abrupt  changes.  Professor  Fisher  argues  that  little 
disturbance  would  be  caused  by  changes  in  the  par  of  ex- 
change. The  opinion  may  be  ventured  that  those  who 
have  been  engaged  in  trade  with  South  America  would 
express  strong  dissent  to  such  a  conclusion. 

There  remains  for  consideration  what  would  seem  to  be 
the  most  formidable  objection  to  the  plan.  Once  limit  the 
coinage  of  gold,  and  the  value  of  gold  coin  and  gold  bullion 
may  diverge  to  an  indefinite  extent.  If  diuing  the  last 
fifteen  years  prices  had  been  kept  stationary,  only  a  small 
part  of  the  gold  which  has  been  used  for  monetary  purposes 
would  have  been  required.  According  to  Professor  Fisher's 
own  estimate  (p.  310)  only  one-ninth  of  the  gold  actually 
coined  would  have  been  needed  to  secure  for  the  United 
States  in  1909  the  price  level  of  1896;  tho  probably  a 
somewhat  larger  proportion  would  have  been  required  in 
other  countries,  where  velocities  and  deposit  currency 
have  been  less  important  price-making  factors.  At  the 
price  level  of  1896,  assuming  no  change  in  the  market  price 
of  gold  bullion,  gold  production  during  the  last  fifteen 
years  would  have  been  considerably  greater  than  has  actually 
been  the  case.  Doubtless,  there  would  not  have  been  an 
increase,  but  rather  a  decrease,  on  account  of  the  impossibility 
of  marketing,  for  use  in  the  arts,  without  a  considerable  fall 
in  price,  the  large  amount  of  gold  which  would  not  have 
been  taken  for  monetary  purposes  under  Professor  Fisher's 
plan.  It  is  not  imlikely  that  the  market  price  of  gold 
bullion  measured  in  gold  coin  would  have  fallen  as  much  as 
fifty  per  cent.  Whether  a  wide  difference  between  the 
value  of  gold  bullion  and  coin,  if  that  difference  should  be 
fairly  constant,  would  have  serious  consequence  in  the 
working  of  the  plan,  I  shall  not  attempt  to  determine.  It 
would  seem  to  be  certain,  however,  that  a  widely  fluctuating 
price  for  gold,  over  short  periods  of  time,  would  make  it 
unworkable.    Let  us  suppose  that  the  price  of  gold  becomes 
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at  least  as  unstable  as  that  of  silver  during  recent  years. 
Let  us  suppose  also  that,  on  account  of  the  rise  in  prices 
during  the  previous  year,  an  official  price  for  gold  bullion 
has  been  declared  one  per  cent  below  its  current  market 
price.  It  might  easily  happen  that  the  price  of  gold  bullion 
would  almost  immediately  fall  below  the  official  figure;  in 
that  case,  the  attempt  at  contraction  of  the  purchasing 
medium  would  fail. 

Such  criticism  as  this,  however,  is  not  inconsistent  with 
full  appreciation  of  the  high  qualities  of  the  book.  Pro- 
fessor Usher  has  made  a  noteworthy  contribution  to  eco- 
nomic science.  As  he  points  out  in  the  preface,  it  is  strikingly 
unlike  his  books  on  the  Naiure  of  CapUal  and  Income  and 
the  Rate  of  Intere^^  in  that  it  is  distinctly  conservative  in 
matters  of  theory.  On  this  account  its  value  can  be 
i^praised  with  more  initial  certainty.  The  prediction  may 
be  ventured  that  the  book  will  become  a  classic  in  the 
literature  of  money,  and  that  it  will  also  prove  a  starting- 
point  for  fruitful  investigation  in  the  future. 

O.  M.  W.  Spraoue. 
Habvabd  Untvsbsctt. 
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WILCOX'S  MUNICIPAL  FRANCHISES 

This  work  ^  is  described  in  a  sub-title  as  a  ''  description 
of  the  terms  and  conditions  upon  which  private  corporations 
enjoy  special  privileges  in  the  streets  of  American  cities." 
It  is  in  fact  much  more  than  a  mere  description  of  municipal 
franchises  as  they  exist.  It  is  also  a  statement  of  what  to 
the  author  seem  to  be  the  more  important  general  principles 
that  should  govern  the  public  in  their  relations  with  the 
so-called  public  utilities  corporations.  The  author's  ripe 
experience  with  municipal  affairs  and  his  present  connection 
with  the  Public  Service  Commission  of  the  First  District  of 
New  York  entitle  him  to  be  heard  as  an  expert  of  excep- 
tional weight,  scrupulous  tho  he  is  to  disclaim  any  authority 
to  speak  on  behalf  of  the  New  York  Commission. 

Considered  merely  as  a  compilation  of  information  re- 
lating to  municipal  franchises  in  the  United  States,  the 
book  is  both  comprehensive  in  scope  and  convenieut  in 
arrangement,  and,  so  far  as  the  reviewer  can  judge  by  an 
independent  verification  of  certain  portions  of  it,  accurate 
in  detail.  Volume  I  deals  with  pipe  and  wire  franchises  : 
namely,  electric  light  and  power,  telephone,  telegraph, 
messenger  and  si^ial  service,  water,  sewerage,  central 
heating,  refrigeration,  pneumatic  tube,  gas,  artificial  and 
natural,  and  petroleum  pipe  line  franchises.  Volume  II 
deals  with  local  transportation  franchises:  street,  elevated, 
and  interurban  railway,  subway,  bridge,  viaduct,  tollroad, 
terminal,  belt-line  railroad,  dock,  market,  ferry,  and  omni- 
bus franchises.  The  accounts  of  the  several  classes  of  fran- 
chises begin  in  most  cases  with  a  brief  sketch  of  the  history 
and  importance  of  the  utility,  and  of  the  nature  of  the  prob- 

>  Delos  F.  WUooz,  PIlD..  MunldiMl  FranohiNS,  A  Deserlptlon  of  the  Terma 
and  Conditloiw  upon  whleh  Private  Corporatlona  enjoy  Special  Prtvileces  In  the  Street! 
of  American  Cltlee.  Complete  in  2  voLb.  New  York.  The  Engineering  News  Com- 
pany, 1910. 1911.    15.00  a  volume. 
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lem  created  by  its  introduction  into  the  city.  Then  follows 
a  description  of  the  typical  franchises  in  operation  in  differ- 
ent  cities  of  the  country.  The  whole  mass  of  information 
is  rendered  readily  accessible  by  the  indices.  As  a  woric  of 
reference  for  municipal  officers  and  the  public  generally  the 
volumes  are  capital,  and,  with  the  addition  of  occasional 
supplements,  must  long  remain  the  standard  on  the  subject. 
It  is  the  author'fs  opinions,  however,  rather  than  his  facts, 
that  chiefly  concern  us  here.  Dr.  Wilcox  indicates  what 
are  the  necessary  conditions  to  be  imposed  in  the  various 
classes  of  franchises,  and  what  are  the  best  types  of  fran- 
chises in  force  in  different  parts  of  the  country.  Chapter 
XXIII,  on  Mements  of  a  Model  Street  Railway  Franchise, 
contains  the  most  important  of  his  constructive  suggestions. 
His  discussion  of  the  principles  involved  in  the  r^ulation 
of  public  utilities  by  means  of  taxation,  public  service  com- 
missions, and  municipal  ownership  is  for  the  most  part 
reserved  for  the  conclusion  of  the  work.  At  the  beginning, 
however,  Dr.  Wilcox  states  certain  fundamental  principles, 
already  "established  in  the  hard  school  of  experience.'' 
These  principles  are  (I,  130-131.):  — 

(1)  That  a  public  utility  requiring  special  and  permanent 
fixtures  in  the  streets  cannot  be  operated  with  a  high  degree 
of  success  from  the  standpoint  of  either  its  managers  or  the 
public  except  as  a  monopoly. 

(2)  That  on  this  account  a  franchise  grant,  no  matter  to 
whom  it  is  given  or  what  provisions  it  may  contain  against 
consolidation,  will  either  remain  unused,  or  establish  a 
monopoly,  or  add  to  the  privileges  of  a  monopoly  already 
existing.  There  are  many  apparent  exceptions  in  the  early 
history  of  franchises,  but  as  the  years  pass,  every  Uve  fran- 
chise seeks  the  refuge  of  monopoly. 

(3)  That  public  utilities  whose  importance  justifies  the 
granting  of  special  franchises  in  the  streets  render  services 
of  general  interest  to  the  people  Uving  adjacent  to  the  streets 
traversed  by  such  utilities. 

(4)  That  the  interests  of  the  public  demand  continuous, 
uninterrupted  service,  extending  over  as  wide  an  area  as 
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practicable  and  constantly  expanding  as  population  in- 
creases and  spreads  out. 

(5)  That  the  absence  of  competition  or  its  inadequacy 
as  a  force  for  regulating  rates  and  service  renders  it  necessary 
for  the  public  authorities  to  maintain  on  behalf  of  the  public 
a  constant  supervision  over  the  exercise  of  a  special  fran- 
chise. 

(6)  That  aside  from  the  inherent  necessity  of  public 
control  for  any  particular  utility,  the  demand  upon  the 
streets  for  general,  varied,  and  increasing  uses  makes  it 
imx)erative  for  the  public  authorities  to  maintain  a  con- 
tinuing control  of  the  public  highways,  undiminished  by 
any  continual  or  irrevocable  special  franchise. 

(7)  That  public  utilities,  whether  operated  by  the  city 
or  by  private  companies,  should  be  so  regulated  as  to  render 
good  service  at  cost,  including  in  cost  a  sufficient  amount 
for  operating  expenses,  maintenance,  depreciation,  and  a 
fair  return  upon  the  amount  of  capital  actually  invested. 

.  .  .    Under  such  conditions  there  would  be  no  franchise 
values  to  tax  except  in  unusually  prosperous  years. 

The  last  of  these  propositions  requires  further  discussion. 
What  shall  be  the  measure  of  capital  actually  invested? 
The  author's  answer  to  this  question  (II,  789)  is  that  the 
capital  value  should  be  based  upon  actual  cost  of  construc- 
tion less  depreciation  through  wear,  neglect,  inadequacy,  or 
obsolescence.  Frequently,  however,  the  actual  original 
cost  of  a  utility  can  no  longer  be  ascertained,  and  in  practice 
the  cost  of  reproduction  is  accordingly  taken  instead  as  a 
basis  for  appraisal.  Dr.  Wilcox's  opinion  is  that  in  most 
cases,  except  where  ruinous  experiments  or  misfortunes  in 
the  development  of  the  business  have  swallowed  up  large 
amounts  of  capital  that  have  not  been  made  good  out  of 
earnings,  the  cost  of  reproduction  will  be  greater  than  the 
actual  cost  of  the  existing  plant.  If  cost  of  reproduction 
be  defined  to  cover  the  cost  of  building  up  the  business  as 
distinct  from  the  physical  plant  (reproducing  the  income, 
as  one  expert  phrases  it),  and  also  the  appreciation  of  land 
values  since  the  construction  of  physical  plant,  the  result 
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will  be,  he  believes,  to  render  that  mode  of  appraisal  in- 
eligible. In  fact,  the  New  York  Court  of  Appeals  has  held 
that  public  service  companies  are  entitled  to  a  fair  return 
upon  the  present  value  of  their  property,  including  land.^ 
"Dr.  Wilcox  regrets  this  decision  (II,  796)  and  suggests  that 
the  companies  should  be  charged  with  the  annual  increment 
of  their  land  values  as  a  part  of  income.  ''  If  this  suggestion 
were  carried  out,  it  is  obvious  that  the  amount  of  revenue 
necessary  to  be  derived  from  rates  in  order  to  give  a  fair 
return  upon  capital  would  be  diminished  by  the  amount  of 
the  annual  increment  in  land  values  charged  as  income." 
The  New  York  Public  Service  Commission  for  the  Second 
District  has  ruled  that  in  fixing  the  capital  value  of  a  public 
utility  a  reasonable  allowance  should  be  made  for  pro- 
moter's services  in  building  up  a  going  concern.*  These 
and  other  considerations  lead  the  author  to  the  conclusion 
that  '^  the  more  one  looks  into  the  subject,  the  more  he  is 
inclined  to  agree  .  .  .  that  original  cost  is  the  right  starting- 
point  in  determining  capital  value." 

Dr.  Vi^cox  distinguishes  between  capital  value  and  capi- 
talisation. ^'  The  chief  purpose  of  the  regulation  of  capi- 
talisation is  to  protect  investors,  eliminate  the  speculative 
element  in  pubUc  utility  securities,  and  keep  the  develop- 
ment and  operation  of  the  utilities  under  the  control  of 
persons  whose  pecuniary  interest  is  to  render  successful  ser- 
vice. To  accomplish  these  purposes  the  market  value  of 
the  securities  should  be  kept  as  near  as  x>o8sible  to  the  par 
value.  .  .  .  This  can  be  accomplished  in  the  first  instance 
by  iTigiflting  that  behind  every  dollar  of  capitalization  there 
shall  be  a  dollar's  worth  of  physical  property.  ...  It 
is  hardly  possible  to  accomplish  the  purposes  for  which 
public  supervision  of  stock  and  bond  issues  is  established 

^  People  ex  rd.  Jamaica  Water  QapxHy  Company  ▼.  The  State  Board  of  Tax 
OommlBrioiierB,  106  N.  Y.  89  (1009). 

*  In  re  application  Rochester,  Coming,  and  Ehnlra  Traction  Company,  N.  Y.  PuU. 
Senr.  Comm.  2d  Dtot.,  Dedrions  at  pp.  11,  12.  The  student  who  desires  to  pursue 
this  topic  should  consult  the  case  of  HUl  et  al.  v.  Antlgo  Water  Company,  3  Wise. 
R.R.  Comm.  Repts.  623-777,  and  subsequent  decisions  of  the  Wisconsin  Railroad 
{Pnblle  UtlUtles)  i 
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without  frankly  conferring  upon  the  state  commisBion 
full  power  to  pass  not  only  upon  the  kind  of  things  to  which 
capital  may  be  devoted  but  upon  the  necessity  and  wisdom 
of  the  particular  investments  proposed.  .  .  .  One  of  the 
commission's  gravest  problems  arises  in  connection  with 
the  reorganization  of  companies  which  were  originally 
capitalized  without  adequate  supervision.  The  part  of 
wisdom,  however,  in  such  cases  is  to  apply  the  knife  with 
absolute  firmness,  so  that  the  water  will  all  be  dramed  off 
and  the  new  capitalization  reduced  to  correspond  with 
the  present  value  of  physical  property."     (II,  738-739.) 

Dr.  Wilcox  subsequently  (II,  784-785)  discusses  the 
Massachusetts  anti-stockwatering  policy  under  the  acts 
of  1894  and  1908,  and  points  out  that  it  practically  insures 
the  old  stockholders  against  any  regulation  of  rates  that 
would  diminish  the  value  of  their  stock.  "  The  only  safe 
way  is  to  have  stock  sold  at  par  and  keep  the  market  value 
down  by  regulation."  * 

Chapter  XLI  on  Supervision  of  Local  Utilities  by  State 
Commissions  has  for  its  purpose  '^to  show  the  natural 
limitations  upon  the  scope  of  municipal  franchise  contracts 
growing  out  of  the  exercise  by  the  state  at  large  of  its  legit- 
imate functions  in  the  control  of  public  utilities,  rather 
than  to  give  an  exhaustive  discussion  of  the  organization 
and  authority  of  state  commissions."  (II,  745.)  Nor 
do  Dr.  Wilcox's  volumes  contain  any  discussion  of  the 
relations  between  the  commissions  and  the  courts.  There 
is,  however,  a  chapter  on  Constitutional  and  Statutory 
Limitations  affecting  Local  Franchise  Grants  (chapter 
XXXIX).  The  following  guarantees,  in  Dr.  Wilcox's 
opinion,  should  be  given  a  constitutional  status  in  the 
several  states  (II,  705-706) :  — 

(1)  Every  city  to  have  the  right  to  construct,  acquire, 
and  operate  public  utilities,  if  it  chooses  to  do  so. 

1  For  further  dlsouasion  of  this  point,  aee  C.  J.  Bullock,  Control  of  the  CapltalliAtion 
of  Public  Service  Corporattona  in  Maaaachuaetts.  in  Papera  and  Dlaouaaiona  of  the 
Twenty-First  Annual  Meeting  of  the  American  Economic  Aaaodation,  December, 
1908,  pp.  884-414. 
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(2)  No  franchise  to  use  the  streets  to  be  granted  by  the 
le^slature  by  private  or  local  bill. 

(3)  If  a  debt  limit  is  established,  bonds  issued  for  self- 
sustaining  public  utilities  not  to  be  included  within  the 
limit. 

(4)  No  tenn  franchise  to  be  granted  for  longer  than  thirty 
years. 

(5)  On  all  term  franchises  the  optional  referendum  to 
be  guaranteed  on  petition  of  five  per  cent  of  the  electors. 

(6)  For  the  construction  of  street  railways,  the  consent 
of  the  property  owners  or  the  favorable  determination  of 
commissioners  after  public  inquiry  to  be  required. 

A  special  chapter  (chapter  XL)  is  devoted  to  the  initia- 
tive and  referendum  in  franchise  matters.  After  reviewing 
the  history  of  the  various  franchise  contests  in  which 
the  referendum  has  played  a  part.  Dr.  Wilcox  concludes 
(II,  716-717)  "  that  while  the  vesting  of  this  power  in  the 
voters  does  not  necessarily  prevent  the  granting  of  improper 
franchises  and  may,  possibly,  even  cause  the  defeat  of 
meritorious  measures  in  some  cases,  the  general  results 
are  good."  With  regard  to  the  initiative  he  is  more  guarded 
in  his  conclusions.     (II,  720-721.) 

Compensation  for  franchises.  Dr.  Wilcox  considers  to  be 
based  on  a  false  theory  or  an  unfortunate  condition  (chapter 
XLIY).  ''  If  the  granting  of  franchises  is  to  be  defended 
at  all,  it  must  be  defended  on  the  assumption  that  they 
are  granted  as  a  convenient  means  of  securing  the  per- 
formance of  a  necessary  public  function.  In  every  case 
the  obligations  imposed  should  fully  offset  the  value  of  the 
special  privileges  granted.  .  .  .  The  question  of  the 
compensation  for  franchises  then  becomes  merely  a  question 
of  the  justice  and  expediency  of  levying  a  special  tax  on  the 
consumers  of  a  particular  utility  for  the  relief  of  the  other 
tax-payers."  (II,  771-772.)  He  would  differentiate  be- 
tween compensation  and  taxation  of  franchises,  and  declares 
tiiat  ''the  New  York  plan  of  assessing  franchises  as  real 
estate  is  based  on  sound  principles,  but  it  fails  to  differen- 
tiate between  land  value  represented  in  the  intangible 
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right  itself  and  improvement  value  represented  in  the 
fixtures."  Dr.  Wilcox  severely  scores  the  method  of  as- 
sessment pursued  in  New  York,  but  confesses  that  '*  it  is 
no  easy  task  to  assess  accurately  the  value  of  intangible 
property."  (II,  776-777.)  In  his  opinion,  "the  taxing 
power  may  be  used  legitimately  to  bring  companies  having 
so-called  perpetual  or  unlimited  franchises  to  their  knees. 
.  .  .  Frankly,  this  means  that  the  state  is  justified  in 
attacking  indirectly  the  improvident  and  corrupt  franchise- 
contracts  that  would  now  be  vUra  vires  if  the  public  autho- 
rities had  the  thing  to  do  over  again.  The  ethics  of  this 
proposal  is  a  matter  of  fierce  dispute.  ...  It  is  the  view 
of  the  author,  however,  that  the  highest  ethics  requires 
this  generation  to  recover  and  keep  by  whatever  means 
are  available  the  complete  control  of  the  public  streets 
as  an  essential  portion  of  sovereignty.  .  .  .  The  ideal 
condition  is  where  the  franchises  have  no  value  to  be  taxed. 
This  state  of  a£fairs  can  be  induced,  even  where  companies 
are  firmly  entrenched,  by  a  judicious  combination  of  police 
regulation  and  franchise  taxation."     (II,  779.) 

The  final  chapter  treats  of  municipal  ownership.  The 
author  does  not  attempt  to  treat  the  subject  exhaustively, 
altho  plainly  revealing  his  lack  of  sympathy  with  the  op- 
ponents of  that  policy.  For  example,  he  takes  up  the 
common  objection  to  municipal  ownership  founded  on  the 
corruption  of  American  municipal  politics.  Two  considera- 
tions, he  declares,  upset  the  possibility  of  acquiescence 
in  such  an  objection.  (II,  804.)  First,  municipal  politics 
must  be  regenerated  anyhow,  whether  we  have  municipal 
ownership  or  not,  on  account  of  the  magnitude  of  the  public 
interests  already  at  stake  in  branches  of  mimicipal  adminis- 
tration that  cannot  be  abandoned.  Secondly,  the  very 
corruption  of  which  complaint  is  made,  has  been  and  still 
is  "being  caused  in  great  measure  by  the  parcelling  out 
of  public  functions  and  the  granting  of  special  privileges 
in  the  streets  to  be  used  for  private  profit."  But  space 
is  lacking  to  the  reviewer,  as  it  was  also  to  Dr.  Wilcox, 
to  pursue  the  topic  much  further. 
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In  1904,  Dr.  Wilcox  published  his  spirited  little  book, 
The  American  City.  He  there  laid  down  what  he  called 
**  a  correct  franchise  policy,  consistent  with  democracy, 
and  practicable  under  existing  conditions "  (pp.  88-89). 
This  preliminary  statement  of  his  position  revealed  a  bold 
and  aggressive  thinker.  The  lapse  of  years  and  a  vast 
amount  of  further  work  on  the  subject  have  brought  little 
change  in  his  underlying  views.  (Cf.  Municipal  Fran' 
AiseSy  II,  808-809.)  He  remains  a  bold  and  aggressive 
thinker.  On  many  controversial  topics,  he  candidly  in- 
vites opposition.  On  numerous  matters  of  detail,  he 
himself  would  be  the  last  to  claim  that  the  final  word  had 
been  said.  (Preface  to  volume  II,  p.  6.)  But  the  book 
gives  a  healthy  stimulus  to  thought.  It  can  be  highly 
useful  to  the  official  or  private  citizen  who  in  good  faith  is 
seeking  for  light  upon  the  complex  problem  of  which  it 
treats. 

A.   N.  HOLGOMBE. 

Habvabd  Uniybbsitt. 
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THE  BRITISH   REPORT  UPON  REAL  WAGES  IN 
AMERICA  AND  ENGLAND 

This  document  ^  is  the  fifth  of  a  series  of  reports  upon 
working-class  conditions  in  various  countries.  Its  pred- 
ecessors have  dealt  with  the  United  Kingdom,  Germany, 
France,  and  Belgium.^  Since  the  general  plan  of  inquiry 
has  been  substantially  uniform  in  all  cases,  what  has  been 
said  in  these  colmnns  on  the  aims  and  methods  of  the  British 
and  German  investigations  need  not  be  repeated  concerning 
the  American  report.' 

Twenty-eight  towns,  ranging  from  Boston  and  Duhith 
to  Savannah  and  New  Orleans,  are  included  in  the  survey. 
A  special  article  is  devoted  to  each  place  in  the  body  of  the 
report,  while  the  data  collected  uniformly  in  all  the  towns 
are  summarized  in  the  introduction.  These  data  include 
the  predominant  rates  of  wages  in  the  building,  engineering, 
and  printing  trades;  the  predominant  rents  paid  for  working- 
class  dwellings;  the  "  prices  most  usually  paid  "  by  wage- 
earners  for  staple  foods;  and  7,616  family  budgets.  All  of 
the  statistics  refer  to  February,  1909,  except  that  wages 
in  the  building  trades  were  taken  for  the  following  summer. 

^  Cost  of  LlTliic  in  Amerlcmn  Towns.  Report  of  an  Enqoiiy  by  the  Board  of 
Trade  into  Working  dass  Rents,  Housing,  and  Retail  Prices,  together  with  the  Rates 
of  Wages  in  certain  occupations  in  the  principal  Industrial  Towns  of  the  United  States 
of  America.  With  an  Introductory  Memorandum  and  a  Comparison  of  Conditions 
in  the  United  States  and  the  United  Etugdom.  Cd.  6609.  6s.  Id.  London,  1011. 
Fdio,  pp.  zcii  +  633. 

*  A  convenient  digest  of  the  principal  conclusions  drawn  may  be  found  in  the 
BuUetin  of  the  Bureau  of  Labor,  March,  1911,  pp.  667-670.  The  same  Issue  oontaioa 
a  more  eatended  summary  of  the  present  report,  at  pp.  60O-i>66. 

*  Quarterly  Journal  of  Economics,  February,  1909,  vol.  xziii,  pp.  846-^860. 
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Two  sets  of  comparisons  are  worked  out,  the  first  between 
different  American  towns,  the  second  between  the  United 
Kingdom  and  the  United  States.  In  the  first  set,  index 
numbers  are  used,  computed  on  the  basis  of  New  York 
rates  represented  by  100.  The  following  table  serves  both 
to  illustrate  the  methods  employed  and  to  present  the 
leading  results. 

Index  NumUn  cS  Wage»,  Renta,  Food  pneoo,  and  tho  apprommaU  roUUiM  Uni  of 
**  Roal  WaoM  "  in  Amtrieon  townt 


•8 
1 

Wages  of  sklUed 

men. 

1 

J 

I] 

8 

\ 

I 

1 

r 

1 

& 

F 

New  York 

100 

100 

100 

100 

100 

100 

100 

100 

New  EngUuid  Towns    .   . 

82 

77 

82 

80 

66 

108 

94 

86 

other  Eaetern  Towns  .   . 

01 

84 

87 

87 

68 

100 

92 

96 

Central  Towns 

90 

86 

86 

87 

71 

97 

90 

97 

Middle  Western  Towns    . 

108 

91 

90 

06 

79 

96 

91 

104 

Soutbem  Towns    .... 

87 

02 

86 

88 

76 

103 

96 

92 

No  competent  reader  will  make  the  blunder  of  supposing 
that  these  figures  adequately  represent  the  actual  differences 
in  the  economic  status  of  wage-earners  in  the  north  and  south, 
east  and  west.  And  the  uncritical  reader  is  reminded 
frequently  by  the  text  of  the  report  that  the  data  are  limited 
in  scope  and  not  strictly  uniform  in  character.  But  there 
is  one  technical  defect  of  the  final  figures  which  is  likely 
to  escape  attention.  The  statisticians  of  the  Board  of 
Trade  persist  in  combining  money  wages,  rents,  and  cost 
of  food  by  manipulating  the  respective  index  numbers, 
altho  Mr.  J.  M.  Keynes  pointed  out  in  1908  that  a  mere 
shifting  of  the  basis  in  these  computations  may  alter  the 
results.  ''  Real  wages  "  in  London  work  out  higher  than 
in  Ireland  if  money  wages,  rents,  and  prices  in  London 
are  taken  as  100,  but  higher  in  Ireland  than  in  London 
if  the  Irish  rates  are  made  the  basis.^     In  the  present 

>  See  the  fsvlew  of  the  Bittlsh  report  In  this  Journal,  referred  to  ebove. 
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report  extensive  re-computations  would  be  necessary  to 
determine  how  far  the  ranking  of  different  American  towns 
in  *'  real  wages  "  is  due  to  the  arbitrary  choice  of  New 
York  rates  as  100,  and  how  far  it  is  due  to  significant  dif- 
ferences in  the  original  data. 

The  international  comparisons  are  made  by  the  same 
method  as  the  American  comparisons,  except  that  the 
manipulation  of  the  statistics  is  not  carried  to  the  final 
stage  of  computing  relative  "  real  wages."  The  leading 
conclusions  drawn  are  that  the  money  wages  of  skilled  men 
in  the  building,  engineering,  and  printing  trades  average 
130  per  cent  higher  in  America  than  in  EIngland;  that 
hours  of  work  average  4  per  cent  less;  that  rents  average 
107  per  cent  more;  and  that  the  English  working  man's 
budget  costs  38  per  cent  more  in  America  than  at  home, 
while  the  American's  budget  costs  25  per  cent  more  at  home 
than  in  England.  Thus  the  skilled  American  wage-earner 
appears  to  be  decidedly  better  off  than  his  English  cousin; 
for  his  130  per  cent  excess  in  money  wages  much  more 
than  offsets  his  52  per  cent  excess  in  expenditure  upon 
food  and  rent  combined. 

While  these  precise  figures  must  be  taken  with  broad 
qualifications,  the  conclusion  that  the  economic  condition 
of  the  classes  studied  is  better  in  America  than  in  England 
is  abundantly  confirmed  by  other  evidence.  The  American 
•dietary  is  found  to  be  more  liberal  and  more  varied  than 
the  EInglish,  and  the  proportion  of  income  left  after  paying 
rent  and  food  bills  is  larger  in  America.  Indeed,  even  the 
lowest  income  class  of  American  families  spend  relatively 
less  of  their  income  upon  food  and  rent  than  the  highest 
income  class  of  British  families.^  Thus  the  American 
family  has  a  wider  margin  of  income  for  buying  non-neces- 
saries, enjoys  a  higher  standard  of  living,  and  can  save 
more  money  if  so  disposed. 

In  addition  to  these  main  results,  the  report  incidentally 
presents  other  interesting  conclusions  regarding  the  labor 

^  The  '*  Amerloans  "  of  this  oompazlaon  inolude,  beBldes  Americans  proper,  Irish, 
EngUih.  Sootttsh,  Welsh,  and  Canadian  famlllee  living  In  the  United  States. 
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situation  in  America  and  England.  As  a  whole,  America 
is  said  to  have  ''  an  abnormally  large  proportion  of  un- 
skilled and  semi-skilled  to  skilled  workers,  ...  a  fact 
that  would  aflfect  appreciably  any  general  '  weighted ' 
comparison  between  the  level  of  wages  in  the  two  countries." 
On  the  other  hand,  America  has  a  smaller  ''  proportion  of 
deteriorated  labor  unfit  for  employment."  Both  of  these 
differences  are  ascribed  in  large  measure  to  the  enormous 
European  immigration  into  the  United  States.  For  the 
immigrants  as  a  class  are  physically  fit  and  morally  enter- 
prising; and  employers  have  taken  advantage  of  their 
presence  in  the  labor  market  to  develop  a  system  of  intense 
specialization  which  enables  them  to  utilize  a  large  number 
of  untrained  men  in  work  which  elsewhere  would  be  per- 
formed mainly  by  skilled  hands.  Interesting  also  are  the 
views  that  agricultural  openings  continue  to  exercise 
great  influence  upon  the  economic  position  of  American 
wage-earners,  that  the  mobility  of  labor  is  imusually  great, 
that  the  general  standard  of  housing  is  being  perceptibly 
improved,  and  that  there  is  a  noteworthy  imiformity  of  retail 
prices  in  different  sections  of  the  country. 

All  in  all,  the  series  to  which  this  report  belongs  furnishes 
both  the  most  extensive  and  the  best  accredited  data  to  be 
had  by  the  man  bent  on  comparing  the  economic  condition 
of  wage-earners  in  different  lands.  To  the  student  in- 
terested primarily  in  American  conditions  the  separate 
articles  on  our  chief  industrial  towns* will  prove  a  valuable 
source  of  detailed  information. 

Wesley  C.  Mitchell. 

TJNiVBRsrrT  or  Calhobnia. 
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A    CASE    OF    VOLUNTARY    SUBSCRIPTIONS 
TOWARDS  MUNICIPAL  EXPENSES 

Whilb  large  private  gifts  for  specific  public  purposes  are 
happily  not  uncommon  in  the  United  States,  it  is  unusual 
for  a  municipal  corporation  to  defray  any  appreciable  por- 
tion of  its  ordinary  expenses  with  the  proceeds  of  a  general 
public  subscription.  This,  however,  was  the  method  adopted 
for  the  year  1911,  by  Everett,  Washington,  a  city  of  about 
25,000  inhabitants.  The  episode  may  be  of  interest  to 
students  of  finance,  as  showing  how  unusual  are  the  condi- 
tions under  which  a  considerable  public  revenue  can  be 
secured  through  voluntary  payments. 

In  November,  1910,  the  voters,  by  a  majority  of  278, 
decided  to  forbid  the  sale  of  alcoholic  liquors  within  the 
city  limits.  The  estimated  loss  of  revenue  from  liquor 
licenses  in  1911  was  $42,800;  or  a  net  loss,  after  deducting 
the  state's  share  of  10  per  cent,  of  $38,520.  In  reality  the 
loss  was  somewhat  greater  than  this,  for  nine  saloons,  whose 
licenses  expired  between  November  1,  1910,  and  January  1, 
1911,  failed  to  renew  them;  and  large  rebates  had  to  be 
paid  on  licenses  that  covered  only  a  part  of  the  year  1911. 
The  total  loss  to  the  city  resulting  from  the  adoption  of  the 
no-license  policy  was  estimated  at  nearly  $60,000.  While 
this  loss  could  not  properly  be  attributed  wholly  to  the 
year  1911,  it  gave  rise  to  a  problem  for  that  year  to  the 
officials  in  charge  of  the  municipal  finances. 

The  tax  levy  had  been  made  in  October,  with  no  allowance 
for  the  possibility  that  the  city  might  adopt  a  "  dry  "  policy^; 
and  the  budget  called  for  an  expenditure  of  $135,933. 
The  city's  revenues  had  generally  been  somewhat  less  than 

^  AoocMtUng  to  A  newspaper  report,  publiahed  sinoe  the  above  was  written,  the  oltjr 
of  EUensburg  (population  4,200),  anticipating  a  local  option  fight,  haa  provided  for  a 
5  mill  Increase  In  the  tax  levy  for  1912  as  compared  with  that  for  1911,  and  for  a  reduo- 
tion  in  expenditures. 
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its  expenditures,  and  one  of  the  problems  for  the  year  was 
the  funding  of  the  floating  indebtedness.  It  would  be  out 
of  place  to  consider  at  any  length  the  reasons  for  this  policy 
of  deficit  financing;  but  two  important  facts  should  be  noted. 
In  the  first  place  the  growth  of  the  city  had  been  very  rapid. 
In  1900  the  population  was  only  7,838;  in  1910  it  was  24,814. 
Another  important  fact,  which  bears  not  only  on  the  reasons 
for  the  deficit,  but  on  the  difficulties  arising  from  the  loss 
of  revenue  from  liquor  licenses,  was  that  by  the  city  charter 
the  general  property  tax  rate  was  limited  to  eight  mills  on 
the  dollar,  and  that  taxation  had  for  some  time  been  im- 
posed at  this  rate.  Property  in  the  state  (Washington) 
is  valued  at  about  45  per  cent.  It  was  not,  of  course,  to  be 
expected  that,  in  a  state  having  the  antiquated  general 
property  tax  for  state  as  well  as  for  local  purposes,  a  single 
city  should  attempt  to  increase  its  revenue  by  increasing 
its  valuation. 

The  loss  of  revenue  from  liquor  licenses  made  necessary 
the  most  rigid  efforts  to  reduce  expenses.  Sweeping  reduc- 
tions were  made  in  the  police  and  street  departments,  and 
the  Seattle-Tacoma  Power  Company,  from  which  the  city 
had  been  buying  electricity,  was  ordered  to  turn  out  the 
street  lights.  These  measures  naturally  attracted  some 
attention  in  cities  and  towns  in  other  parts  of  the  country 
where  local  prohibition  was  an  issue,  and  furnished  the 
"  wet "  interests  an  argument  of  which  they  were  not  slow 
to  take  advantage.  As  a  matter  of  fact,  the  situation, 
tho  serious,  was  not  so  bad  as  might  appear  at  first  glance. 
The  abolition  of  the  saloons  was  said  to  reduce  the  number 
of  policemen  needed,  while  yet  the  streets  were  no  less 
safe  than  before.  It  is  true  that  for  a  time  the  streets 
went  largely  uncleaned.  The  Seattle-Tacoma  Power  Com- 
pany refused  to  turn  off  the  street  lights,  saying  that  it  had 
a  valid  contract,  not  to  be  given  up,  and  that  it  had  no  desire 
to  leave  the  city  in  darkness.  The  Company  did  not  ask 
for  cash  payment,  being  willing  to  take  any  reasonable 
security;  but  when  this  was  refused  it  continued,  never- 
theless, to  supply  light. 
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The  loBs  of  revenue  was  so  great,  however,  that  it  seemed 
impossible  that  it  could  be  met  by  any  practicable  measures 
of  economy.  Accordingly  provision  was  made  for  a  sup- 
plemental tax  levy  of  five  mills.  It  was  thought  that  this 
might  be  permitted  in  spite  of  the  charter  limit,  chiefly 
because  of  the  great  necessity  for  revenue,  and  it  was  argued 
that  a  statute  authorizing  the  levy  of  taxes  to  raise  the 
amounts  necessary  for  certain  purposes  should  take  pre- 
cedence over  the  charter.  The  supplemental  levy,  how- 
ever, was  held  invalid  by  the  Supreme  Court. 

The  next  important  step  was  the  submission  to  the  City 
Council  of  a  bill  providing  for  an  occupation  tax.  This 
measure  was  hastily  prepared  and  contained  a  number  of 
inequalities.  A  conmiittee  was  appointed  by  the  Everett 
Business  Men's  Association  to  confer  with  members  of  the 
City  Council,  and  the  proposed  ordinance  was  greatly 
elaborated.  It  was  still  regarded,  however,  as  far  from 
satisfactory.  The  truth  appears  to  be  that  the  opposition 
was  quite  as  much  against  the  very  idea  of  an  occupation  tax 
as  against  any  particular  measure.  It  is  said  that  part  of 
the  opposition  came  from  persons  interested  in  the  liquor 
business  who  wished  the  city  to  suffer;  part  came  from  the 
public  service  corporations  and  others  who  thought  the 
amounts  to  be  asked  of  them  excessive;  but  it  is  probable 
that  much  was  due  to  the  belief  of  the  average  man  that 
the  main  burden  of  taxation  should  fall  upon  property. 
It  was  feared  that  if  the  occupation  tax  were  once  established 
it  would  become  permanent.  Moreover  it  was  felt  that  a 
business  tax  would  be  a  bad  advertisement  for  the  city. 

It  was  clear,  however,  that  something  had  to  be  done; 
and  the  natural  answer  to  all  objectors  was  that  they  should 
submit  to  the  occupation  tax  or  propose  something  better. 
Meanwhile  time  was  passing  rapidly.  The  evening  of 
Monday,  April  3d,  was  set  for  the  third  reading  of  the  ordi- 
nance; and  there  seemed  to  be  little  doubt  of  its  final  pas- 
sage. On  Friday,  March  31st,  a  meeting  of  the  directors 
of  the  Everett  Business  Men's  Association  took  up  the 
matter.    The  suggestion  had  already  been  made  that  the 
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necessary  funds  might  be  raised  by  popular  subscription. 
At  this  meeting  it  was  decided  to  put  the  plan  into  immediate 
effect. 

The  time  was  indeed  short.  If  the  occupation  tax  was 
to  be  defeated,  it  was  necessary  to  give  the  Council,  on  Mon- 
day evening,  some  assurance  that  it  would  be  unnecessary. 
The  campaign  was  begun  that  afternoon.  Various  means 
of  arousing  popular  enthusiasm  were  adopted.  With  the 
slogan  "  $50,000  by  Monday  night "  the  daily  papers  gave 
their  hearty  support  to  the  movement,  and  published  in- 
spiring accounts  of  what  was  proposed  and  of  Everett's 
ability  to  accomplish  it  Banners  and  placards  were  hastily 
supplied.  Subscription  blanks  were  printed,  and  cards 
were  prepared  showing  what  would  be  required  of  each 
tax-payer  under  the  occupation  tax  in  either  its  original  or 
its  amended  form.  Voluntary  solicitors,  armed  with  these 
cards  and  with  the  pledge  forms  at  once  began  to  canvass 
the  town.  Every  one  was  asked  to  pledge  a  contribution; 
and  it  was  suggested  that  the  proper  contribution  for  a 
laborer  was  a  day's  pay.  Laborers,  instead  of  signing 
the  printed  subscription  forms,  signed  statements  authoriz- 
ing their  employers  to  deduct  their  subscription  from  their 
wages. 

As  the  success  of  the  subscription  plan  could  not  be  known 
in  advance,  cash  contributions  were  not  desired.  It  was 
provided  that  half  of  each  subscription  should  be  payable 
on  May  1st  and  half  on  July  1st.  A  civic  commission 
was  appointed  for  the  purpose  of  receiving  the  amounts 
subscribed  when  they  became  due. 

By  the  time  the  proposed  occupation  tax  came  before  the 
Ck>uncil  for  final  passage  it  was  known  that  a  considerable 
amount  had  been  pledged;  but  it  had  been  impossible  to 
count  and  check  all  the  returns.  The  best  that  the  Associa- 
tion could  do  was  to  assure  the  Council  that  $33,511.60  had 
been  pledged  and  that  the  subscription  list  was  still  incom- 
plete. On  this  showing  the  Council  was  x>er8uaded  to 
postpone  consideration  of  the  tax  bill  for  one  week. 

It  was  soon  seen  that  the  amount  subscribed,  tho  large, 
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was  considerably  below  the  $50;000  which  was  felt  to  be 
necessary  if  the  tax  was  to  be  avoided;  hence  efforts  to 
raise  the  money  were  continued.  At  last,  when  the  total 
amount  subscribed  was  more  than  $40,000,  it  was  decided 
that  the  tax  should  not  be  adopted.  The  Mayor,  however, 
warned  the  people  that  the  revenue  was  short  of  the  amount 
needed,  and  that  it  would  be  necessary  to  practise  severe 
economy  in  the  city's  expenditures.  Both  the  police  and 
the  street  departments  are  still  being  carried  on  with  re- 
duced forces,  and  it  is  stated  that  no  light  or  water  bills  will 
be  paid  by  the  city  this  year. 

According  to  the  latest  accounts^  the  total  subscribed 
and  regarded  as  good  amounts  to  very  nearly  $45,000, 
representing  about  3500  contributions.  Of  this  amount 
more  than  $40,000  has  actually  been  collected.  The  cost  of 
collection  will  have  to  be  deducted,  but  the  other  expenses 
are  quite  small,  most  of  the  work  involved  being  freely 
given.  The  largest  subscription  was  that  of  the  Everett 
Railway,  light,  and  Water  Company,  amounting  to  $3000. 
The  smallest  contribution  is  twenty-five  cents.  Some  of 
the  subscriptions  were  made  on  condition  that  the  whole 
amount  be  raised,  but  this  condition  is  now  regarded  as 
satisfied.  A  number  of  pool-room  proprietors  subscribed 
on  condition  that  a  pending  ordinance,  ordering  them  to 
close  on  Sunday,  be  not  passed.  It  is  said  that  among  the 
subscribers  and  solicitors  were  a  number  of  saloon  men  who 
had  been  driven  out  of  the  business  by  the  act  which  cut 
down  the  revenues  of  the  city. 

It  seems  clear  that  the  method  of  raising  funds  by  public 
subscription  was  adopted  as  a  last  resort  for  avoiding  the 
occupation  tax.  To  a  great  extent  the  subscriptions  were 
based  on  the  amounts  that  the  subscribers  would  have  had 
to  pay  had  the  tax  been  imposed,  tho  in  some  cases  they 
were  larger  and  in  others  smaller.  The  subscription  plan 
was  adopted  largely  because  it  was  felt  that  the  diflSiculty 
was  merely  a  temporary  one,  due  to  the  adoption  of  the 
no-license  policy.    Moreover,  it  was  felt  that  it  would  be  a 

1  July  27.  1911. 
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good  adyertdsement  for  the  city.    It  had  the  additional 
advantage  that  it  could  not  be  stopped  by  legal  proceedings. 

The  voluntary  subscription,  it  is  obvious,  was  meant 
merely  to  supply  a  temporary  need.  The  question  naturally 
arises  as  to  how  revenues  ¥nll  be  raised  in  the  future.  Appar- 
ently there  is  no  strong  sentunent  in  favor  of  a  return  to 
the  "  wet "  policy;  but  even  if  there  were,  no  vote  could  be 
taken  on  the  subject  till  November,  1912.  The  natiural 
tendency  is  to  resort  to  an  increase  in  the  rate  of  the  general 
property  tax,  securing  the  needed  changes  in  the  city  charter. 
It  would  doubtless  be  better  if  the  city  were  to  take  some 
forward  step  m  taxation,  but  in  falling  back  on  the  general 
property  tax  it  is  keeping  in  line  with  the  rest  of  the  state 
and  indeed  of  the  country.  As  long  as  the  average  business 
man  continues  to  hold  blindly  to  his  belief  in  the  present 
f^ystem,  there  is  possibly  some  reason  for  the  fear  that  an 
occupation  tax,  advertised  as  it  doubtless  would  be  by  the 
"wet"  interests  elsewhere,  would  have  some  influence, 
for  a  time  at  least,  in  checking  the  growth  of  the  city. 


Vanderveeb  Custis. 


UNrVEBSITT  OF  WASmNOTON. 


THE  WISCONSIN  INCOME  TAX 

The  bill  for  taxing  incomes  which  was  passed  by  the 
Wisconsin  Legislature  in  June  of  this  year  contains  some 
novel  and  interesting  features.  Its  most  notable  charac- 
teristics may  be  summarized  as  follows:  — 

(a)  The  table  of  rates  for  individuals  differs  widely  from 
that  provided  for  corporations,  and  the  latter  table  embodies 
a  principle  seldom  recognized  in  income  taxation. 

(6)  The  administration  of  the  law  is  centraUzed  in  the 
state  tax  commission. 

(c)  The  law  practically  abolishes  the  general  property 
tax  upon  intangible  personal  property  and  adopts  the 
income  tax  as  a  substitute. 
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The  Wisconsin  Income  Tax  Law  was  not  secured  as  the 
result  of  any  special  agitation  or  propaganda.  It  was  not 
advocated  or  even  discussed  to  any  great  extent  in  the  press 
or  by  public  speakers  until  within  the  last  year.  In  April, 
1903,  a  joint  resolution  to  amend  the  constitution  so  as  to* 
provide  for  a  graduated  tax  on  incomes  was  introduced  in 
the  Assembly,  and  was  passed  in  both  houses  with  but  one 
dissenting  vote.  In  1904  the  two  dominant  political  parties 
strongly  favored  the  constitutional  amendment  in  their 
platforms,  the  democrats  going  so  far  as  to  say,  "  We  pledge 
each  and  all  of  the  democrats  elected  to  the  next  l^slature 
to  support  such  amendment." 

The  amendment  should  have  been  published  for  three 
months  prior  to  the  November  elections  in  1904  and  then 
ratified  by  the  next  legislating;  but  through  an  oversight 
the  publication  was  not  made,  and  the  action  of  the  previous 
legislatiure  in  passing  the  amendment  was  thus  nullified. 
In  1905  the  resolution  was  again  introduced,  tho  in  some- 
what different  form.  Section  1,  Article  VIII,  of  the  con- 
stitution was  amended  so  as  to  read  as  follows:  — 

The  rule  of  taxation  shall  be  uniform  and  taxes  shall  be  levied  on 
such  property  as  the  l^pslature  may  prescribe.  Taxes  may  also 
be  imposed  on  incomes,  privileges  and  occupations,  which  taxes 
may  be  graduated  and  progressive  and  reasonable  exemptions  may 
be  provided. 

The  second  sentence  constituted  the  amendment,  which 
was  passed  without  much  debate  and  by  large  majorities. 
At  the  legislative  session  of  1907  the  amendment  was  agreed 
to,  as  required  by  the  constitution,  there  being  no  dissenting 
votes  in  the  Senate  and  only  one  in  the  house.  When  the 
question  came  before  the  people  for  ratification  at  tiie 
November  election  in  1908,  the  amendment  was  adopted 
by  the  decisive  vote  of  85,696  to  37,729. 

The  messages  of  Governor  La  FoUette  in  1905  and  Gov- 
ernor Davidson  in  1907  had  strongly  favored  the  amend- 
ment, and  no  doubt  strengthened  the  popular  sentiment 
in  its  favor.    In  his  message  to  the  legislature  of  1909, 
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Governor  Davidson  treated  the  subject  of  the  mcome  tax 
at  some  length.  After  calling  attention  to  the  fact  that 
the  constitutional  amendment  had  been  ratified  and  that 
the  matter  had  passed  "  from  the  realm  of  discussion  to  one 
calling  for  practical  legislative  consideration  ",  he  expressed 
himself  as  follows:  — 

Since  the  attempt  to  reach  and  tax  so-called  intangible  personal 
property,  which  is  often  a  source  of  large  revenue  to  its  owner, 
has  proven  a  failure  and  we  are  fast  approaching  a  condition  where 
the  real  estate  and  visible  personal  property  of  the  citizen  shall 
bear  the  whole  burden  of  taxation,  some  means  must  be  adopted 
to  tax  that  class  of  property  not  now  reached  under  the  property 
tax  law. 

This  quotation  fairly  reflects  the  more  intelligent  popular 
sentiment  in  favor  of  the  income  tax  law.  The  advocates 
of  the  law  seemed  to  be  actuated  not  so  much  by  any  wild 
enthusiasm  for  the  income  tax  as  by  a  desire  to  find  some 
substitute  for  the  iniquitous  personal  property  tax.  The 
surprising  thing  about  this  was  that  the  people  of  the  state 
should  view  with  complacency  the  repeal  of  the  tax  on  in- 
tangible personal  property  —  a  step  which  usually  arouses 
a  storm  of  indignant  protest  from  those  who  look  upon  any 
such  move  as  being  in  the  interests  of  the  wealthier  classes. 
It  must  be  remembered,  however,  that  for  ten  years  the  per- 
manent State  Tax  Commission  had  been  carrying  on  a 
campaign  of  education,  by  means  of  their  pubUshed  reports 
and  otherwise,  which  was  calculated  to  bring  out  in  bold 
relief  the  gross  inequalities  and  general  ineffectiveness  of 
the  tax  on  intangible  personal  property. 

At  the  l^islative  session  of  1909  a  tentative  bill  for  an 
income  tax  was  prepared  by  a  member  of  the  State  Tax 
Commission,  and  was  introduced  in  the  Assembly  on  the 
25th  of  February.  In  view  of  the  importance  of  the  measure 
it  was  referred  to  a  special  joint  conunittee  consisting  of 
four  assemblymen  and  three  senators,  who  were  to  hold 
public  meetings  during  the  legislative  vacation  of  two  years 
and  report  a  perfected  bill  to  the  next  legislature.    In 
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accordance  with  this  plan  public  meetings  of  the  committee 
were  held  in  different  portions  of  the  state,  and  criticism 
and  discussion  of  the  bill  were  invited. 

Governor  McGovem  in  his  message  to  the  legislature 
of  1911  quoted  in  full  the  report  of  the  committee  of  the 
International  Tax  Conference,  appointed  to  investigate 
the  causes  of  the  failure  of  the  general  property  tax.  He 
discussed  the  income  tax  at  considerable  length  and  pro- 
posed the  substitution  of  a  progressive  income  tax  for  the 
personal  property  tax,  ''  the  latter  to  be  abolished  at  least 
so  far  as  it  applies  to  moneys,  credits  and  intangible  personal 
property,  concerning  the  taxation  of  which  it  is  very  clear 
that  the  present  law  has  completely  broken  down." 

It  would  lead  too  far  to  attempt  to  follow  the  income 
tax  bill  through  all  the  vicissitudes  of  the  legislative  session 
of  1911.  A  great  number  of  amendments  were  offered, 
some  of  them  designed  to  defeat  the  bill;  and  a  strong 
opposition,  representing  important  manufactiuing  and  com- 
mercial interests,  made  itself  felt.  The  faults  and  imper- 
fections of  the  bill  were  pointed  out,  and  tiie  le^slature 
felt  impelled  to  call  for  expert  assistance  in  getting  the  law 
into  proper  form.  Chairman  Nils  P.  Haugen  and  Professor 
Thomas  S.  Adams,  of  the  State  Tax  Conmiission,  and  Pro- 
fessor Delos  A.  IQnsman  (author  of  The  Income  Tax  in  the 
CcmmonweaUhs  of  the  United  States)  did  valuable  service 
in  getting  the  bill  into  workable  shape  and  eliminating 
many  of  the  more  objectionable  features.  It  was  largely 
through  their  efforts  that  the  exemption  of  personal  property, 
which  had  not  appeared  in  the  bill  as  presented  by  the 
committee,  was  eventually  made  a  part  of  it.  The  bill 
passed  the  Assembly  June  23,  1911,  by  a  vote  of  54  to  25, 
and  was  concurred  in  by  the  Senate  June  28  by  a  majority 
of  one,  the  vote  being  15  to  14. 

The  Wisconsin  Income  Tax  Law  comprises  some  seven- 
teen pages  of  closely  printed  matter  in  pamphlet  form. 
The  first  third  of  the  law  relates  to  the  definition  of  income, 
deductions,  exemptions,  and  rates;  the  remainder  is  devoted 
chiefly  to  the  scheme  of  administration.    Space  will  not 
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admit  of  anything  more  than  a  condensed  summary  of  the 
principal  features  of  the  law. 

Income.  —  Among  the  items  included  in  income  are  the 
rental  value  of  residence  property  occupied  by  the  owner, 
and  profits  from  the  purchase  and  sale  of  property  acquired 
within  three  years  previous.  It  is  thought  by  many  that 
the  latter  clause  may  prove  the  opening  wedge  for  the  in- 
troduction of  a  full-fledged  unearned  increment  tax. 

DedueUans.  —  The  deductions  aUowed  to  individudls  may 
be  outlined  briefly  as  follows:  — 

(a)  Business  expenses  (but  names  and  addresses  of 
employees  receiving  salaries  of  more  than  $700  must  be 
reported); 

(6)  Losses  not  compensated  by  insurance; 

(c)  Dividends  from  firms  and  corporations  which  pay 
income  tax; 

(d)  Interest  on  indebtedness  (name  and  address  of  credi- 
tor to  be  given) ; 

(e)  Interest  from  exempt  bonds; 

(J)  Salaries  of  United  States  oflGicials; 

(g)  Pensions  (United  States); 

(A)  Taxes  on  the  property  from  which  income  is  derived; 

(0  Inheritances,  and 

(j)  life  insurance  to  amount  of  $10,000. 
Deductions  corresponding  to  a,  6,  c,  e,  and  h  above  are  also 
allowed  to  corporations. 

Exemptions,  —  No  exemptions  are  allowed  to  firms  or 
corporations,  but  there  are  exemptions  of:  — 
$800  for  a  single  person; 

$1200  for  husband  and  wife; 

$200  for  each  child  under  eighteen  years; 

$200  for  each  additional  dependent. 

As  originally  drawn,  the  bill  provided  for  exemptions  of 
$600  for  a  single  person  and  $800  for  husband  and  wife; 
but  the  socialistic  element  in  the  legislature  demanded  much 
hi^er  exemptions,  and  as  its  vote  was  needed  in  order 
to  pass  the  bill,  the  sums  of  $800  and  $1200  were  finally 
agreed  upon  as  a  compromise.    The  amoimt  of  income  tax 
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lost  by  this  comparatively  slight  increase  in  the  amount  of 
exemption  has  been  estimated  at  $500,000.  That  the 
exemptions  in  Wisconsin  are  relatively  high  may  be  seen 
by  comparison  with  European  income  tax  laws.  In  forty 
continental  states  and  countries  which  levy  income  taxes 
the  average  exemption  at  the  foot  of  the  scale  approximates 
$150.  It  is  true  that  in  Ekigland  and  her  colonies  the 
exemptions  average  as  high  as  in  Wisconsin,  but  the  rates 
are  largely  proportional  and  much  lower  upon  the  average. 

Rates.  —  The  rates  prescribed  by  the  Wisconsin  law  for 
individuals  are  as  follows:  — 


For  the  first 

$1,000  of  taxi 

Second 

1,000  "       ' 

Third 

1,000 "        ' 

Fourth 

1,000 "        ' 

Fifth 

1,000 "        * 

Sixth 

1,000 "        ' 

Seventh 

1,000 "        ' 

Eighth 

1,000 "        * 

Ninth 

1,000 "        ' 

Tenth 

1,000 "        ' 

Eleventh 

1,000 "        * 

Twelfth 

1,000 "        ' 

Mover 

12,000 "        ' 

tt     u 

"         lJi% 

it     It 

IH% 

tt     tt 

m% 

tt     tt 

2   % 

tt     tt 

*         2>i% 

tt     tt            i 

•         3    % 

tt     tt            t 

3^% 

tt     tt            t 

'         4    % 

tt     tt            t 

4M% 

tt       tt                 4 

8    % 

tt       tt                 i 

•         6H% 

tt       tt                 1 

'         6    % 

It  will  be  seen  that  this  table  has  the  merit  of  advancing 
by  easy  steps  up  to  six  per  cent.  The  $1000  classes  or 
grades  of  income,  however,  are  large  as  compared  with 
European  countries.  For  example,  Prussia  has  17  grades 
before  $1000  of  taxable  income  is  reached,  Austria  23, 
Sweden  29,  and  Saxe-Coburg-Gotha  31.  The  table  may 
prove  misleading  at  first  glance.  Each  of  the  first  twelve 
thousands  is  considered  separately.  While  the  rate  pre- 
scribed for  the  fifth  thousand  is  two  per  cent,  the  tax  on 
$5000  would  be  only  $75,  or  13^%.  In  like  manner  the 
tax  on  $12,000  would  be,  not  53^%  of  $12,000,  but  the  mean 
of  53^%  and  the  preceding  percentages,  or  about  2.96%. 
The  effect  of  this  plan  is  to  give  a  sort  of  "  diffused  progres- 
sion" to  the  rates.  Compared  with  the  average  rates  in 
forty  foreign  countries,  the  Wisconsin  rates  are  lower  up 
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to  about  $12,000  of  income^  and  higher  from  that  point 
forward. 

The  table  of  rates  for  corporations  differs  materially  from 
that  for  individuals,  and,  as  has  been  intimated,  embodies 
a  somewhat  novel  principle.  The  rate  increases  up  to  six 
per  cent  by  steps  of  one  half  of  one  per  cent  for  every  one 
per  cent  of  increase  in  the  percentage  which  the  taxable 
income  bears  to  the  assessed  valuation  of  the  plant  or  prop- 
erty from  which  the  income  is  derived.  Thus  if  the  taxable 
income  equals  one  per  cent  or  less  of  the  assessed  value  of 
the  property  used  and  employed  in  the  acquisition  of  such 
income,  the  rate  of  tax  is  one  half  of  one  per  cent  of  such 
income.  If  the  taxable  income  equals  more  than  one,  but 
does  not  exceed  two  per  cent,  of  the  assessed  value  of  the 
property^  etc.,  the  rate  is  one  per  cent.  If  more  than  two 
but  not  exceeding  three  per  cent,  the  rate  is  one  and  one 
half  per  cent.  In  this  manner  the  rate  progresses  '*  until 
the  rate  of  profits  equals  twelve  per  cent  of  such  assessed 
value  of  the  property  used  and  employed  in  the  acquisition 
of  such  income,  when  such  rate  shall  continue  as  a  propor- 
tional rate  of  six  per  cent  of  such  taxable  income." 

The  theory  of  this  rather  complicated  and  cumbersome 
method  is  that  a  corporation  which  requires  a  large  plant 
in  order  to  make  a  certain  amount  of  net  profit  ought  to  be 
taxed  at  a  lower  rate  than  a  corporation  which  can  make 
an  equal  amoimt  with  a  smaller  investment.  The  idea 
may  have  been  borrowed  from  a  law  passed  in  Georgia  in 
1863,  which  levied  a  graduated  tax  on  all  profits  in  excess 
of  eight  per  cent  of  the  capital  stock;  or,  possibly,  from  a 
recent  law  in  Sweden  (passed  October  28,  1910)  which  pro- 
portions the  rate  of  tax  on  corporations  to  the  percentage 
of  profit  obtained  on  the  capital.  The  Wisconsin  legislatiure 
evidently  had  some  doubts  as  to  the  constitutionahty  of 
this  method  of  taxing  corporations;  for  the  table  of  rates 
is  followed  by  a  provision  that  it  shall  be  deemed  a  separable 
part  of  the  law  and,  if  declared  invalid,  the  rates  prescribed 
for  individuals  shall  apply. 

Adndnistration.  —  This  part  of  the  law  has  been  worked 
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out  with  great  care,  the  committee  realizing  that  the  success 
or  failure  of  the  law  would  depend  largely  upon  the  manner 
in  which  it  was  administered.  It  was  deemed  especially 
important  that  the  administration  of  the  tax  should  be 
entirely  removed  from  political  or  local  influences.  To 
carry  out  this  idea,  the  following  general  plan  was  adopted. 

The  whole  admmistrative  machinery  is  centralized  in 
the  permanent  state  tax  commission,  a  non-political  body. 
This  commission  is  given  full  power  to  make  all  necessary 
rules  and  regulations  for  the  execution  and  enforcement  of 
the  law.  It  has  appointed  a  ^'  Supervisor  of  Income  Tax/' 
who  is  to  be  at  the  head  of  the  administration  subject  to  the 
general  direction  of  the  commission.  The  seventy-one 
coimties  of  the  state  have  been  divided  into  forty  income 
taxing  districts  as  nearly  equal  as  may  be  in  wealth  and 
population,  and  the  commission  will  appoint  an  ''  Assessor 
of  Incomes"  for  each  district.  These  assessors  will  be 
selected  after  a  rigid  civil  service  examination  and  without 
regard  to  their  political  affiliations.  Their  appointments 
will  be  for  three  years.  Their  salaries  will  be  fixed  by  the 
tax  commission.  They  may  be  authorized  to  employ  neces- 
sary deputies  and  assistants,  and  all  salaries  and  expenses 
will  be  paid  by  the  state.  The  only  limitation  upon  the 
total  amoimt  which  can  be  expended  for  such  purposes  is 
the  requirement  that  it  shall  not  exceed  five  cents  for  every 
thousand  dollars  of  the  state  assessment  for  the  preceding 
year.  Upon  this  basis  about  $147,000  could  be  expended 
in  1912;  but  it  is  hoped  that  the  cost  of  administration  can 
be  kept  down  to  about  half  this  sum. 

All  corporations  are  to  be  assessed  directly  by  the  tax 
commission,  while  all  individuals  will  be  assessed  by  the 
assessors  of  incomes  and  their  deputies.  Corporations 
may  be  required  to  make  returns  whether  they  have  any 
taxable  income  or  not,  and  both  corporations  and  individuals 
who  fail  to  make  returns,  when  required  to  do  so,  or  make 
false  returns,  are  subject  to  severe  penalties.  No  official 
is  permitted  to  divulge  or  make  public  the  contents  of  any 
return. 
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Ample  provisioxis  are  made  for  reassessment  of  incomes 
omitted  within  three  years  previous,  and  if  the  conceahnent 
of  income  was  with  false  or  fraudulent  intent,  the  original 
rate  is  doubled  for  purposes  of  reassessment.  A  special 
county  board  of  review,  the  members  of  which  are  appointed 
by  the  tax  commission,  will  review  the  assessments  of  in- 
dividuals, and  an  appeal  is  granted  from  its  decision  to  the 
tax  oonmiission.  Corporations  may  appeal  from  the  assess- 
ment made  by  the  tax  commission  to  the  circuit  court  of 
Dane  County. 

The  income  taxes  are  collected  locally.  The  revenue 
derived  from  them  is  apportioned  as  follows:  ten  per  cent 
to  the  state,  twenty  per  cent  to  the  county,  and  seventy 
per  cent  to  the  town,  city,  or  village  in  which  the  tax  was 
assessed.  It  is  probable  that  the  cost  of  collection  will  about 
equal  the  ten  per  cent  which  goes  to  the  state,  so  that  prac- 
ticaUy  all  the  net  proceeds  of  the  tax  are  returned  to  the 
local  taxing  districts. 

The  personal  property  taxes  which  are  abolished  by  the 
income  tax  law  are  those  upon  moneys,  credits,  stocks, 
bonds,  personal  ornaments,  farm,  orchard,  and  garden 
machinery  and  implements,  etc.  The  annual  amount  of 
tax  which  these  items  represent  is  about  $1,500,000.  The 
two  chief  items  of  personal  property  which  remain  subject 
to  the  property  tax  are  farm  animals  and  ''  merchants'  and 
manufacturers'  stock";  but  some  relief  is  afforded  in  re- 
spect to  them  by  a  provision  of  the  law  that  personal  prop- 
erty tax  receipts  may  be  used  as  cash  in  paying  the  income 
tax  of  the  same  year.  This  privilege,  together  with  the 
low  rates  and  high  exemptions  which  the  law  provides, 
render  it  highly  improbable  that  the  yield  of  the  tax,  at 
least  for  the  first  year,  will  meet  popular  expectations. 

The  Wisconsin  Income  Tax  Law  marks  a  radical  departure 
in  methods  of  state  taxation.  It  is  a  most  novel  and  in- 
teresting fiscal  experiment.  If  successful,  it  will  not  only 
demonstrate  the  possibilities  of  a  state  income  tax  as  a 
substitute  for  the  personal  property  tax,  but  will  also  show 
the  greater   economy   and  effectiveness   of   a   centralized 


Digitized  by  VjOOQ  IC 


178  QUARTERLY  JOURNAL  OF  ECONOMIS 

administration.  If  the  courts  should  hold  that  any  portion 
of  it  is  unconstitutional,  the  legislature  may  be  relied  upon 
to  enact  a  new  law  with  the  offending  clause  omitted  or 
changed.  If  it  appears  that  the  rates  are  too  low  to  raise 
the  revenue  required,  the  law  will  be  strengthened  in  this 
particular.  It  must  be  admitted  that  there  are  obvious 
defects  in  the  law;  but  these  will  be  no  doubt  remedied. 
The  people  are  impatient  of  obstacles,  and  the  tax  reform 
movement  has  gathered  such  momentum  and  is  backed 
by  such  a  force  of  public  sentiment  that  its  onward  progress 
cannot  be  stayed. 

Kossuth  Kent  Eennan. 
Madison,  Wis. 


RECENT  TAX  LEGISLATION  IN  IOWA 

The  tax  l^slation  of  1911  is  the  most  important  and 
comprehensive  ever  enacted  on  this  subject  by  any  one 
General  Assembly  in  Iowa,  with  the  possible  exception  of 
that  of  1872,  when  the  ad  valorem  system  was  applied  to 
railroads.  Aside  from  a  niunber  of  minor  acts  with  reference 
to  tax  exemptions  and  special  tax  levies  for  the  destruction 
of  noxious  weeds,  building  of  roads  and  bridges,  drainage, 
and  various  other  purposes,  the  following  important  revenue 
measiures  were  passed:  a  law  providing  a  flat  rate  of  five 
mills  in  lieu  of  the  old  general  property  tax  on  mone3rs  and 
credits;  repeal  of  the  tax  ferret  or  tax  inquisitor  law;  a 
careful  revision  of  the  collateral  inheritance  tax  law;  and, 
finally,  the  creation  of  a  special  tax  conmiission  to  investigate 
the  whole  revenue  system  and  make  a  report  to  the  next 
General  Assembly. 

The  law  abolishing  the  general  property  tax  and  pro- 
viding in  lieu  thereof  a  flat  rate  of  five  mills  is  the  result  of 
at  least  a  quarter  of  a  century  of  fiscal  evolution.  The 
taxation  of  mortgages  as  an  interest  in  real  estate,  the  total 
exemption  of  mortgages  from  taxation,  repeal  of  the  law 
granting  a  deduction  of  debts  from  the  amount  of  moneys 
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and  credits  listed  for  taxation,  the  deduction  of  debts  from 
personal  property  and  even  from  real  estate,  an  arbitrary 
regulation  of  the  interest  rate  in  order  to  prevent  the  shifting 
of  taxes  from  the  creditor  to  the  debtor  class,  —  these  and 
other  measures  have  been  suggested  since  1885.  When 
the  last  General  Assembly  convened  the  time  was  ripe  for 
a  radical  change.  The  total  f  ailiure  of  the  general  property 
tax  from  the  standpoint  of  administration,  indicated  by 
assessment  at  about  one-eighth  of  actual  value,  had  resulted 
in  rates  of  taxation  which,  imposed  upon  moneys  and  credits 
listed  at  full  value,  amoimted  to  a  practical  confiscation 
of  property.  Some  form  of  relief  was  imperative.  Added 
to  these  considerations  the  last  Census  revealed  the  fact 
that  Iowa  was  the  only  state  in  the  Union  that  had  de- 
creased in  population  during  the  last  decade,  a  fact  which 
was  immediately  seized  upon  to  prove  that  the  general 
property  tax  on  moneys  and  credits  had  driven  capital  out 
of  the  state  and  thus  had  prevented  the  normal  growth  of 
manufactures  and  commerce. 

The  law  as  enacted  places  a  flat  rate  of  five  mills  on  all 
moneys  and  credits  excepting  shares  of  stock  of  national, 
state,  and  savings  banks,  as  well  as  loan  and  trust  companies 
and  moneyed  capital  as  defined  in  section  five  thousand 
two  humdred  and  nineteen  (5,219)  of  the  Revised  Statutes 
of  the  United  States.  A  deduction  of  just  debts  may  be 
made  from  moneys  and  credits  subject  to  the  flat  rate,  but 
this  provision  does  not  apply  to  shares  of  stock  of  national, 
state,  and  savings  banks,  or  loan  and  trust  companies  and 
moneyed  capital  in  competition  with  banks. 

The  provision  of  the  law  relating  to  bank  stock,  which 
in  reality  constitutes  a  separate  and  distinct  act,  may  be 
clearly  understood  from  the  following  section:  — 

"  For  the  purpose  of-  placing  the  taxation  of  bank  and 
loan  and  trust  company  stock  and  moneyed  capital  as  nearly 
as  possible  upon  a  taxable  value  relatively  equal  to  the 
taxable  value  at  which  other  property  is  now  actuaUy 
assessed  throughout  the  state  as  compared  with  the  actual 
value  thereof,  it  is  hereby  provided  that  state,  savings,  and 
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national  bank  stock,  and  loan  and  trust  company  stock  and 
moneyed  capital  shall  be  assessed  and  taxed  upon  the  taxable 
value  of  twenty  per  cent  of  the  actual  value  thereof,  deter- 
mined as  herein  provided,  which  twenty  per  cent  of  the 
actual  value  shall  be  taken  and  considered  as  the  taxable 
value  and  shall  be  taxed  as  other  property  in  such  taxing 
district." 

The  second  fiscal  measure  of  importance  passed  by  the 
last  General  Assembly  was  the  repeal  of  the  so-called  tax 
inquisitor  law  of  1900.  By  the  provisions  of  this  act  it  is 
made  imlawful  "for  the  council  of  any  city  or  town,  in- 
cluding cities  under  special  charter  and  the  commission 
plan,  or  for  the  board  of  supervisors  of  any  county,  to  employ 
or  contract  with  any  person,  corporation  or  firm  to  assist 
the  proper  officers  in  the  discovery  of  property  not  listed 
or  assessed  for  taxation  as  required  by  law." 

It  was  necessary  to  make  the  law  broad  enough  not  only 
to  repeal  the  legislation  of  1900  but  also  to  prevent  the 
employment  of  tax  inquisitors  by  any  possible  construction 
of  the  Code  of  1897.  Prior  to  1900,  the  hiring  of  ferrets 
had  been  sanctioned  by  the  courts  and  a  fee  of  fifty  per 
cent  of  the  amount  of  tax  collected  had  been  held  to  be 
legal.  In  fact  the  so-caUed  tax  inquisitor  law  of  1900  was 
a  limitation  of  powers  already  recognized,  and  not  in  any 
sense  a  grant  of  new  power.  The  repealing  act  was  passed 
early  in  the  session  as  a  precautionary  measure  in  order  to 
remove  from  the  State  House  an  undesirable  lobby  which 
might  defeat  the  flat-rate  system  or  any  other  desirable 
substitute  for  the  general  property  tax  on  moneys  and 
credits.  With  this  accomplished  the  course  of  fiscal  legis- 
lation was  greatly  simplified.  The  way  was  paved  for  what 
may  prove  to  be  a  scientific  reform  of  the  Iowa  revenue 
system. 

In  the  third  place  the  collateral  inheritance  tax  law  origi- 
nally passed  in  1896  was  completely  redrafted  and  sub- 
stantiaJly  improved.  But  it  should  not  be  forgotten  that 
this  law  is  no  better  and  no  worse  than  the  decentralized 
and  largely  perfunctory  system  of  administration  of  which 
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it  is  a  part.  The  thing  which  is  now  imperatively  demanded 
is  a  permanent  tax  commission  and  coimty  assessors,  or  at 
least  comity  supervisors  of  assessment,  in  order  to  give 
this  law,  the  same  as  the  general  property  tax  itself,  what 
it  most  needs,  —  simplicity,  directness,  and  administrative 
vitality.  Numerous  verbal  changes,  suggested  for  the 
most  part  by  the  State  Treasiury  Department,  have  sim- 
plified the  law,  but  the  machinery  of  administration  remains 
the  same  with  all  its  imperfections. 

The  last  measure,  but  from  the  standpoint  of  the  future, 
let  us  hope,  the  most  important  revenue  measure  enacted 
by  the  last  General  Assembly,  was  that  providing  for  a 
temporary  tax  commission  of  five  members  serving  on  a 
per  diem  basis  and  having  an  appropriation  of  ten  thousand 
dollars.  This  commission  is  given  power  to  make  a  thoro 
investigation  of  the  tax  system  of  Iowa  and  other  states, 
draft  the  necessary  bills,  and  make  recommendations  to 
the  next  General  Assembly. 

The  powers  granted  the  commission  are  thus  clearly 
specified:  *'  It  shall  be  the  duty  of  said  conunission  to  ex- 
amine into  tax  assessment,  tax  levy  and  tax  collection  laws 
of  the  state  of  Iowa,  and  of  other  states,  and  use  such  means 
and  make  such  investigations  as  it  shall  deem  best  to  secure 
information,  for  the  purpose  of  ascertaining  whether  the 
present  laws  of  the  state  of  Iowa  regulating  the  assessment, 
levying  and  collection  of  taxes  may  not  be  improved,  and  to 
report  its  findings  together  with  such  recommendations  as  it 
may  deem  desirable,  to  the  governor  not  later  than  October 
1,  1912,  together  with  bills  mtended  to  carry  out  its  recom- 
mendations, and  a  detailed  statement  of  the  expenses  of 
the  commission  as  provided  therein.  The  report  and  rec- 
ommendations of  the  commission  shall  be  transmitted  by 
the  governor  to  both  branches  of  the  general  assembly  of 
1913,  and  copies  of  said  report  and  recommendations  shall 
be  printed  by  the  state  printer  and  bound  by  the  state  binder 
in  such  quantity  as  the  executive  council  may  determine 
and  a  copy  sent  by  the  governor  to  each  member  of  the 
general  assembly  by  December  1,  1912." 
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As  secretary  of  the  special  tax  commission,  the  writer  is 
permitted  to  state  that  the  members  are  mianimous  in  faVor 
of  a  permanent  state  tax  conmiission,  also  of  making  the 
coimty  rather  than  the  township  the  real  imit  for  purposes 
of  assessment  and  equalization.  Four  members  of  the 
Iowa  commission  attended  the  National  Tax  Conferen<te 
recently  held  at  Richmond,  Virginia,  and  were  much  inl- 
pressed  by  the  emphasis  placed  on  eflCicient  administratioii^ 
in  the  deliberations  of  that  body.  K  present  plans  mate* 
rialize  we  expect  to  hold  a  State  Tax  Conference  in  the  neaf 
future,  thus  affording  an  opportunity  for  public  expression 
which  will  enable  the  tax  conmiission  to  determine  what 
measure  of  centralized  administration  will  be  practicable. 
There  is  every  prospect  that  substantial  progress  in  fiscal 
reform  will  be  made  by  the  next  General  Assembly. 

John  E.  Brindlet. 
Iowa  State  College. 


THE  TAXATION  OF  INTANGIBLE  PROPERTY 
IN  MINNESOTA 

In  their  First  Biennial  Report,  issued  in  1908,  the  Minne- 
sota Tax  Commission  recommended  the  taxation  of  money; 
credits,  and  several  other  classes  of  intangible  property  at 
a  low  flat  rate  of  from  three  to  foiur  mills.  In  the  spring  of 
1910  a  bill  embodjring  these  views  was  passed  by  the  lower 
branch  of  the  state  legislature,  but  was  not  acted  upon  by 
the  senate.  In  their  Second  Biennial  Report  the  Commission 
returned  to  the  subject  and  repeated  their  former  recom- 
mendation, going  at  some  length  into  the  history  of  the 
workings  of  the  general  property  tax  as  applied  to  in- 
tangible personalty  both  in  Minnesota  and  other  states. 
The  outcome  was  an  act,  approved  on  April  19th  of  the 
present  year  (1911),  providing  for  the  taxation  by  the  state 
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of  money  and  credits  at  a  uniform  rate  of  three  mills  upon 
the  dollar. 

In  Minnesota  as  elsewhere  the  proportion  of  personalty 
to  the  total  assessed  valuation  of  all  property  has  for  many 
years  been  stationary  or  ev^  declining,  despite  the  un- 
doubted rapid  growth  of  personal  property  as  compared 
with  real  estate.  The  Conmiission  estimated  that  in  1910 
not  one-tenth  of  the  intangible  wealth  of  the  state  was  con- 
tributing anything  to  the  public  revenue.^  Since  1870  the 
assessed  valuation  of  moneys,  credits,  and  securities  has 
been  raised  from  13%  of  all  personal  property  to  29%; 
nevertheless,  the  inherent  difficulty  and  injustice  of  attempt- 
ing to  tax  these  forms  of  intangible  property  at  rates  varying 
from  IJ^  to  6%  —  taking  in  many  instances  the  whole 
income  —  have  long  demanded  a  radical  change  in  methods 
of  assessment  and  rate  of  levy. 

The  Minnesota  Commission  has  been  influenced  by  the 
report  of  the  Massachusetts  Commission  on  Taxation  of 
1908,  and  has  reproduced  much  of  the  argument  as  well 
as  a  great  part  of  the  specific  recommendations  of  the 
latter  body.  The  present  law  as  enacted  is  based  largely 
upon  the  bill  drafted  by  the  Massachusetts  Commission, 
many  of  its  sections  being  followed  almost  without  change 
of  a  word. 

The  principal  features  of  the  Minnesota  law  are  to  be 
found  in  the  Ist,  2nd,  4th,  8th,  10th,  and  13th  sections. 
Money  and  credits  are  to  be  subjected  to  an  annual  tax  of 
three  mills,  and  are  exempted  from  all  other  taxation.  One- 
sixth  of  the  revenue  from  this  tax  is  to  go  to  the  state,  a 
similar  portion  to  the  county,  the  remainder  being  appor- 
tioned equally  to  school  and  local  needs.  Self-assessment 
is  to  be  the  method  of  determining  this  kind  of  taxable 
property,  official  estimate  being  resorted  to  only  in  case 
of  failure  to  make  proper  returns.  A  penalty  of  50%  is 
provided  in  case  of  such  failure. 

One  important  feature  of  the  law  is  the  provision  for 

1  Second  Biennial  Report  of  the  Minnesota  Tax  Commlaaion,  p.  180. 
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separate  listing  of  intangible  property,  by  which  the  tax-payer 
is  enabled  to  return  this  class  of  property  without  returning 
all  his  goods  and  chattels.  The  Tax  Commission  is  to 
prepare  instructions  for  the  local  assessors,  prepare  blank 
Usts  and  forms,  and  in  fact  have  general  supervision  over 
methods  of  assessment.  There  is  to  be  separate  specifica- 
tion of  money  and  of  credits  by  the  individual  tax-payer, 
and  separate  listing  upon  permanent  records,  the  returns 
and  listing  of  this  kind  of  property  being  kept  "entirely 
distinct  from  that  of  other  property." 

Section  10  of  the  law  requires  county  officers  to  prepare 
their  reports  in  such  a  manner  as  to  show  under  separate 
headings  the  aggregate  amount  of  "moneys"  and  "credits" 
taxed  in  each  district.  This  provision  is  obviously  designed 
for  purposes  of  statistical  record  and  should  within  the  next 
few  years  show  some  interesting  results.  Finally  there  is 
a  section  designed  to  check  tax-dodging  by  removal  of 
residence  from  one  district  to  another,  which  provides  that 
in  case  of  such  removal  of  domicile,  the  assessment  shall, 
until  new  returns  are  made,  be  continued  at  the  old  valuation. 

The  first  assessment  of  intangible  property  under  the 
new  law  has  just  been  completed. 

For  the  previous  ten  years,  the  total  assessment  of  money 
and  credits  in  the  State  of  Minnesota  had  stood  pretty 
uniformly  at  about  $14,000,000.  This  figure,  it  should  be 
observed,  does  not  include  mortgages,  which  are  subject 
to  a  special  registration  tax.  Under  the  new  law,  there  were 
returned  by  the  local  authorities  assessments  of  intangible 
property  for  1911  amounting  to  $104,000,000.  In  a  number 
of  districts  the  Tax  Commission  has  ordered  reassessments, 
returns  of  which  have  not  yet  been  received  in  all  cases; 
but  the  present  indication  is  that  the  reassessment  will 
raise  the  amount  of  intangible  property  to  $112,000,000. 
For  the  year  1912  the  Commission  now  expects  that  these 
figures  will  be  increased  fully  50%,  as  both  tax-payers  and 
assessors  become  more  familiar  with  the  new  law.  It  will 
be  seen  that  the  first  results  of  the  three-mill  tax  in  Minne- 
sota fully  justified  the  expectation  of  the  Tax  Commission, 
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and  are  hardly  less  striking  than  those  secured  in  Baltimore 
under  the  Maryland  law  of  1896.  It  may  be  expected  that 
the  success  of  the  Minnesota  experiment  will  encourage 
other  states  to  adopt  the  plan  of  taxing  intangible  property 
at  a  moderate  uniform  rate. 

WiLFBBD  ElDBED. 
Habyabd  UNivxBsrrT. 
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Over  twenty  years  ago  I  published,  in  the  columns 
of  this  Journal,  a  paper  in  which  the  tariff  was  con- 
sidered in  its  bearing  on  certain  industries,  among 
them  the  culture  of  the  sugar  beet.^  The  general 
thesis  of  the  paper  was  that  those  industries  in  which 
much  hand  labor  is  required  are  not  adapted  to  the 
economic  conditions  of  the  United  States;  that  those 
in  which  machinery  is  much  used  are  carried  on  here 

1  "  SoBM  Afpeete  of  the  Tariff  Qnection/'  Quarterly  Journal  of  Eoonomios,  April, 
1380.  Wfth  waaub  alteratiom.  wrviDg  to  bring  the  statiatios  to  later  date,  the  paper 
vai  reprinted  in  aeveral  editions  of  my  Tariff  History  of  the  United  States.  In  the 
very  last  edition  of  the  Tariff  History  (1910)  it  was  not  reprinted,  beeause  fuller  trea^ 
of  iceent  industrial  ehanges  liad  beoome  neoeasary  than  I  oould  then  give.  The  aim 
of  the  present  paper  is  to  undertalm,  for  the  beet-sugar  industry,  the  needed  re-examl- 

189 
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with  a  comparative  advantage;  and  that  the  failure 
of  some  high  duties  to  bring  about  the  expected  domes- 
tic production  of  the  protected  articles  is  explicable 
on  the  ground  that  industries  requiring  much  hand 
labor  are  carried  on  here  under  a  comparative  dis- 
advantage. This  explanation  was  appUed  not  only 
to  manufactures,  but  to  some  phases  of  agriculture, 
and  among  the  latter  to  beet-raising.  Notwithstanding 
high  duties  on  sugar,  and  a  consequent  high  protection 
for  any  sugar-beet  industiy  that  might  appear  in  this 
countiy,  and  notwithstanding  considerable  propaganda, 
there  had  been  no  cultivation  of  beets,  and  hence  of 
course  no  sugar-making;  while  yet,  on  the  Continent 
of  Eiut)pe,  the  beet-sugar  industry  had  long  held  its 
own  against  cane  sugar  without  any  protection  what- 
ever. The  explanation  was  found  in  the  fact  that 
beets  require  intensive  cultivation,  and,  moreover, 
intensive  cultivation  of  a  sort  that  calls  for  much  hand 
labor  in  the  fields.  American  agriculture  is  usually 
extensive.  Moreover,  agriculturid  machineiy  is  de- 
veloped and  applied  to  a  degree  not  known  elsewhere. 
The  farmers  turn  to  those  extensive  and  machine- 
using  ways  of  cultivating  the  soil,  especially  for  grain 
crops,  which  they  find  the  more  advantageous.  Hence 
they  do  not  raise  flax  or  hemp  for  fibre,  —  here  also 
intensive  cultivation  and  hand  labor  are  called  for. 
For  the  same  reasons  they  do  not  raise  sugar  beets, 
and  it  is  not  to  be  expected  that  they  will. 

The  prediction  thus  made,  or  at  least  implied,  has 
not  be^i  verified  by  the  course  of  events  during  the 
last  two  decades.  As  is  known  to  every  one  who  has 
observed  the  course  of  the  sugar  trade,  the  beet-sugar 
industry  has  developed  to  an  extraordinary  extent. 
It  began  to  grow  almost  immediately  after  the  publi- 
cation of  my  paper  (1889).    The  beet-sugar  product 
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quadrupled  between  1800  and  1900,  and  more  than 
quadrupled  between  1900  and  1910,  —  a  remarkable 
rate  of  growth.  Far  from  remaining  insignificant 
and  quite  negligible,  its  contribution  to  the  countrjr's 
sugar  supply  has  become  more  and  more  important. 
In  recent  years,  the  beet-sugar  output  has  surpassed 
that  of  Louisiana  cane  sugar,  has  equalled  that  from 
Hawaii,  and  has  itself  been  surpassed  by  the  supply 
from  one  source  only,  —  Cuba.^  In  round  numbers, 
over  one  billion  pounds  of  beet  sugar  have  been  pro- 
duced in  each  of  the  last  three  years.  It  would  seem 
that  the  risks  of  prediction  in  economics  could  not 
be  more  dramatically  illustrated,  or  the  discomfiture 
of  the  prophet  more  complete. 

None  the  less,  I  believe  that  the  general  reasoning 
which  I  applied  in  1889  was  sound;  and  not  only  was 
the  reasoning  sound,  but  its  application  to  the  partic- 
ular case  was  justified.  The  unexpected  development 
of  the  beet-sugar  industry  is  one  of  those  cases  in  which 
the  apparent  exception  serves  to  illustrate  and  enforce 
general  principles.  It  is  the  result  of  new  agricultural 
and  industrial  conditions. 

The  begiimings  of  this  growth  of  beet-sugar  making 
fall  in  the  period  during  which  the  tariff  act  of  1890 
was  in  effect.  Barring  a  slight  amount  from  one  or 
two  Califomia  enterprises,  no  beet  sugar  at  all  had 
been  produced  before  that  date.  The  act  of  1890, 
it  will  be  remembered,  admitted  sugar  free  of  duty, 
but  gave  domestic  sugar  makers  a  bounty  of  two 

>  Umb  mora  important  oontributiODS  to  the  total  •asar  supply  of  thie  oountry  in 
190^10  (about  7.400  mSlioDS  of  pounds)  were,  in  round  numbers,  — 

from  Cuba 3,000  m.  lbs. 

**    U.  8.  Beet  Sucar 1,026  '*   ** 

••     Hawaii 1,110  "  " 

**     U.  8.  Cane  (Louisiaaa) 750  "   " 

"     Porto  Rioo 670  '*    " 
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cents  a  pound.  It  would  seem  obvious  that  this  put 
the  domestic  producers  in  no  better  position  than 
before.  The  previous  duty  of  two  cents  being  abol- 
ished, their  sugar  fell  in  price  by  that  sum;  they 
simply  got  the  bonus  outright,  instead  of  in  the  indirect 
form  of  an  enhancement  of  price.  Nevertheless  the 
bounty  of  1890  appears  to  have  had  a  stimulating 
effect  on  the  beet-sugar  industry.^  There  may  be 
a  psychological  influence  from  the  direct  payment; 
just  as  there  is  a  vast  difference  in  the  effect  on  people's 
state  of  mind  between  collecting  taxes  directly  and 
collecting  them  through  levy  on  producers  of  com- 
modities, or  merchants,  who  recoup  themselves  by 
higher  prices.  Probably  no  less  eflFective  than  the 
boimty  at  the  start,  and  more  effective  as  time  went 
on,  was  the  propaganda  of  the  Department  of  Agri- 
culture. That  Department  has  preached  beet  sugar 
in  season  and  out  of  season;  has  spread  broadcast 
pamphlets  dilating  on  the  advantages  of  beet-growing 
for  the  farmer  and  giving  minute  directions  on  methods 
of  cultivation;  has  maintained  a  special  agent,  who 
kept  in  touch  with  the  manufacturers  and  farmers, 
and  annually  reported  on  the  progress  of  the  industry. 
The  result  was  familiarity  with  the  possibilities  through- 
out the  country,  the  removal  of  aU  obstacles  from 
inertia  and  ignorance,  and  a  rapid  development  in 
all  regions  where  there  was  a  promise  of  profits. 

What,  now,  are  the  regions  in  which  the  profit  has 
been  such  as  to  lead  to  great  development  7    The 

>  **  It  is  certain  that  it  [the  tariff  act  of  1800]  gave  new  hope  to  both  operaton  and 
growera,  and  between  the  time  this  act  went  into  effect,  in  October,  1890,  and  the 
following  June,  some  $6,000,000  had  been  invested  in  beet-sugar  factories  in  this  coun- 
try. .  .  .  This  small  bounty,  even  for  a  brief  time,  was  a  wonderful  stimulus  to  tho 
struggling  industry.'*  G.  W.  Shaw,  in  Bulletin  no.  149  (The  California  Sugar  Industry) 
of  the  University  of  California,  1903,  p.  17. 

On  the  bounties  which  several  states  have  given,  see  the  note  by  Mr.  P.  T.  Che- 
rington,  in  this  Journal,  infra  p.  381. 
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accompanying  tabular  statement  shows  what  the 
situation  has  been  since  1900,  —  the  period  during 
which  the  growth  has  been  most  marked  and  its  geo- 
graphical distribution  most  easily  followed. 

Bbbt  Sxtgab  Proditct  in  the  Unitbd  States 

(in  million  POX7ND8  OF  SUQAB) 


Total 

Cali- 
fornia 

Utah 

Colorado 

Michigan 

Wis- 
consin 

other 

States 

189»-00 

163 

85 

19 

2 

33 

24 

1900-01 

172 

57 

17 

13 

55 

30 

1901-<)2 

365 

140 

28 

45 

105 

6 

41 

1902-03 

438 

159 

38 

78 

109 

8 

46 

1903-04 

466 

136 

46 

89 

128 

11 

56 

1904-05 

470 

93 

57 

111 

104 

22 

83 

1905-06 

635 

144 

48 

209 

122 

27 

85 

i90(wyr 

970 » 

178 

82 

343 

177 

36 

154 

1907-08 

852 

180 

93 

245 

171 

37 

126 

1908-09 

1,025 

255 

98 

299 

212 

34 

127 

1909-10 

1,120 

280 

77 

206 

278 

36 

243 

1910-11 

1,019 

291 

76 

206 

260 

38 

148 

One  fact  is  obvious  on  a  cursory  inspection  of  these 
figures.  The  beet-sugar  industry  is  in  the  main  massed 
in  the  far  West,  —  in  California,  Utah,  Colorado,  and 
the  adjacent  region.  The  agricultural  belt  of  the 
Central  States  has  a  very  slender  share.  Only  one 
state  in  this  part  of  the  countiy,  Michigan,  makes  a 
considerable  contribution  to  the  supply.  Wisconsin 
adds  a  very  little.  No  other  state  in  the  central 
r^on  has  more  than  one  beet-sugar  factoiy.  Barring 
Michigan,  the  production  of  beet  sugar  may  be  said 
to  be  confined  to  the  Rocky  Mountain  and  Pacific 
States.  In  1909  the  four  states  of  California,  Colo- 
rado, Utah,  and  Idaho  contained  250,000  acres  out  of 

>  **TTkl8  Imrgd  increase  was  made  possible  by  the  unusually  favorable  weather 
eoodltlons  throughout  the  campaign." — WUlett  A  Gray. 
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a  total  of  420,000  used  for  beet  culture/  and  produced 
nearly  700  million  pounds  of  sugar  out  of  a  total  of 
1000  millions. 

The  explanation  of  this  geographical  concentration 
does  not  lie  in  any  obstacles  from  climate  or  soil  in 
other  parts  of  the  country.  The  beet  flourishes  over 
a  veiy  wide  area.  An  instructive  pamphlet  issued 
by  the  Department  of  Agriculture  shows  the  zone  in 
which  the  sugar  beet  may  be  expected  to  "  attain  its 
highest  perfection."  *  This  zone  or  belt,  two  hundred 
miles  wide,  starts  at  the  Hudson,  and  sweeps  across 
the  country  to  the  Dakotas;  turns  southward  through 
Colorado,  New  Mexico,  and  Arizona;  and  then,  turning 
again,  proceeds  west  and  northwest  through  California, 
Utah,  Idaho,  and  the  Columbia  valley.  It  includes  a 
great  part  of  the  North  Central  region.  Yet  in  this, 
the  most  important  and  productive  agricultural  region 
of  the  country,  there  is  virtually  no  beet-growing 
or  sugar-making,  except,  as  just  mentioned,  in  Michi- 
gan. The  climatic  and  agricultural  possibilities  are 
not  turned  to  account  imtil  the  far  West  is  reached. 

Two  circumstances  are  dwelt  on  by  those  well  in- 
formed concerning  the  conditions  favorable  to  beet- 
growing  in  this  western  region:  the  climate  and  the 
special  advantages  of  irrigation. 

The  variety  of  the  beet  suitable  for  sugar-making 
flourishes  in  a  cool  climate;  but  it  needs  plenty  of  sun. 
''  Abundance  of  sunshine  is  essential  to  the  highest 
development  of  sugar  in  the  beet.  Other  things  being 
equal,  it  may  be  said  that  the  richness  of  the  beet  will 
be  proportional  to  the  amoimt  —  not  intensity  —  of 

1  I  derive  thete  figuree  from  the  Statistioal  Abstract  for  1910. 

*  The  Sucar  Beet,  by  H.  W.  WOey  (edition  of  1906);  Fanner's  Bulletin  52.  The 
map  is  at  page  6. 
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the  sunshine/'  ^  Evidently  the  cool  region  of  cloud- 
less sky  in  the  arid  West,  including  the  high-lying 
parts  of  Arizona  and  New  Mexico,  meets  this  condi- 
tion perfectly. 

Ag^:  '^  in  respect  to  moisture,  the  sugar  beet  is 
peculiar  in  some  respects.  .  .  .  There  are  three  periods 
in  the  life  history  of  the  sugar  beet  which  demand 
entirely  different  treatment  so  far  as  moisture  is  con- 
cerned: (1)  the  germinating  or  plantlet  period;  (2) 
the  growing  period;  (3)  the  sugar-storing  period." 
During  the  first  ^'  the  beet  needs  sufficient  moisture 
and  warmth  to  germinate  and  start  it,  but  never  an 
excess."  During  the  second,  "  the  beet  needs  little 
if  any  moisture."  During  the  third,  or  sugar-storing 
period,  "  the  plant  should  be  given  no  water.  The 
conditions  desirable  at  this  period  are  plenty  of  light 
and  dry  cool  weather.  If  the  beet  is  given  moisture 
to  any  considerable  extent,  it  will  be  at  the  expense 
of  botih  sugar  and  purity."  * 

It  is  clear  that  the  irrigated  regions  of  Colorado, 
Utah,  Idaho,  Montana,  supply  just  the  right  com- 
bination of  climate  and  moisture:  cool  temperature, 
abundant  simshine,  moisture  as  needed,  absence  of 
moisture  when  harmful.  Hence  Colorado  and  Utah 
are  described  as  the  ideal  beet-sugar  states.  ''  Con- 
sidering everything,  Utah  is  the  ideal  beet-sugar 
State.  ...  Its  natural  conditions  are  quite  similar 
to  those  of  Colorado." '  In  Colorado  12  to  25  tons  of 
beets  to  the  acre  are  readily  secured;  even  in  the  early 
days  15  to  17 J  tons  were  got  on  the  average;  whereas 

>  Prpfcwor  G.  W.  Shaw  of  the  TJniverahy  of  California,  in  the  pamphlet  on  Sugar 
Beets  IB  the  San  Joaquin  Valley,  p.  6;  Bulletin  no.  176,  Acrioultunl  Experiment 
Statkm,  TJniveralty  of  CaUf oraia. 

*  I  quote  aiain  from  Profeawr  Shaw's  instructive  Bulletin,  at  pp.  16, 17. 

•  Bcpori  on  the  Progrcfls  of  the  Beet  Sucar  Industry  in  the  United  States  in  1909, 
p.  87,  liy  tha  special  aoant  of  the  Department  of  Acricultuie,  C.  F.  Baylor. 
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in  European  countries  not  only  is  the  tonnage  per  acre 
less,  but  the  sugar  content  smaller.^  Some  of  the 
districts  of  California  have  the  required  combination  of 
soil  and  moisture  without  irrigation,  or  with  Uttle  irri- 
gation. California  has  some  further  advantages.  Its 
equable  climate  enables  the  beet-sugar  '^ campaign" 
to  be  spread  over  a  longer  period  than  elsewhere;  and 
its  beets  have  a  very  high  sugar  content.* 

Contrast  these  conditions  with  those  of  a  state  like 
Michigan,  where  the  annual  precipitation  is  con- 
siderable, and  where  the  distribution  of  the  precipi- 
tation depends  on  the  accidents  of  the  season.  In 
1909,  for  example,  the  agent  of  the  Department  of 
Agriculture  reported  that  "  On  the  whole  the  weather 
conditions  in  the  state  diuing  the  past  year  were 
rather  unfavorable.  The  spring  was  cold,  wet,  and 
backward,  but  more  favorable  weather  prevailed 
during  the  growing  season,  though  there  was  consider- 
able tendency  to  drought.  The  weather  was  espe- 
cially favorable  for  harvesting  beets.  This  is  a  critical 
period.  Dry  weather  lessens  the  work  and  improves 
the  beets."*  In  1901,  1902,  and  1903  there  were 
bad  seasons  in  Michigan:  ''there  was  considerably 
more  rain  than  was  desirable,  necessitating  expensive 
work  in  weeding  and  cultivation.  The  cold  wet  rains 
of  the  fall  delayed  the  harvesting  and  belated  the 
work  of  the  sugar  factories."  ^    In  1904,  on  the  other 

>  Report  on  Progran  .  .  .  1904,  p.  40. 

*  Ibid.,  p.  22.  I  take  eoEoe  satiefMtion  In  leotUing  that,  when  diMuaiing  in  1880 
the  beet-eugar  situation,  I  referred  to  the  unumial  poetdbilities  of  auoh  regions  as  Call* 
fomia.  *'  It  IS  not  impossible,"  I  wrote  then,  "  that  the  extraordinary  oombinatlon 
of  soil  and  climate  in  California  may  bring  about  a  development  which  oould  not  be 
attained  in  other  parts  of  the  country."  Quarteriy  Journal  of  Economies,  voL  111, 
p.  206,  note.  A  combination  of  favorable  conditions  no  less  extraordinary  exists  in 
the  arid  regions,  whose  posslbihties  under  irrigation  were  dreamed  of  by  no  one  a 
quarter  of  a  century  ago. 

■  B«port  on  Progress  of  the  Beet  Sugar  Industry  in  1900,  p.  82. 

«  Ibid.,  for  1903.  p.  189. 
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hand,  the  season  happened  to  be  favorable.^  Evi- 
dently the  Michigan  farmer  is  at  a  disadvantage 
because  of  the  uncertainties  of  the  weather.  The 
farmer  of  the  irrigated  arid  region  can  always  count 
on  abundant  simshine,  and  can  apply  moisture  exactly 
as  needed. 

For  all  these  reasons  ''Michigan  farmers  cannot 
grow  as  high  a  tonnage  as  they  do  in  the  Western 
States  under  irrigation;  their  beets  are  not  naturally 
of  as  high  a  quality  and  probably  they  never  will 
be."*  The  same  holds  of  other  parts  of  the  North 
Central  region.  "In  Iowa,  the  beets  have  not  been 
as  high  in  quality  as  those  grown  in  Califomia, 
Colorado,  or  Idaho."' 

Turn  now  to  another  aspect  of  the  problem, — 
the  kind  of  cultivation  required  for  beet-raismg. 
The  situation  is  the  same  as  I  described  it  in  1889. 
Intensive  culture  and  much  hand  labor  are  necessary. 
Professor  Shaw,  in  his  valuable  reports  on  the  industry 
in  California,  has  more  than  once  used  the  phrase: 
"  The  growing  of  beets  is  not  agriculture,  but  horti- 
culture." All  the  manuals  and  pamphlets  insist  on 
the  need  of  elaborate  preparation,  minute  care,  much 
labor  directly  in  the  fields.  The  planting  of  the  seed 
does  indeed  take  place  by  drills,  the  plants  coming 
up  in  continuous  rows.  But  after  this  first  operation, 
painstaking  manual  labor  is  called  for.  When  the 
young  shoots  come  up,  they  need  first  to  be  blocked, 
then  thinned.  ''  Blocking  "  means  that  all  the  beets 
in  the  rows  are  cut  out  by  a  hoe,  except  small  bunches 
about  ten  inches  apart.  These  bunches  are  then 
"  thiimed  ";  every  plant  is  pulled  out  by  hand  except 
one,  the  largest  and  healthiest.    ''  Great  care  should 

1  Ibid.,  for  1004.  p.  113.  •  Ibid.,  for  1908.  p.  140. 

•  Ibid.,  for  1904.  p.  67. 
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be  exercised  in  this  work,  and  by  careful  selection  all 
the  inferior  plants  should  be  removed.  .  .  .  When 
thinning;  it  is  a  good  plan  to  give  the  ground  a  thoro 
hand  hoeing."  ^  Throughout  the  growing  period  the 
beets  must  be  cultivated,  partly  with  a  horse  culti- 
vator, partly  with  the  hand  hoe.  "The  cultivator 
and  the  hoe  should  be  used  alternately  until  the  beets 
are  too  large  for  horse  cultivation  without  injuring 
them.  Hand  laborers  should  continue  to  go  over  the 
beet  field,  pulling  the  weeds  and  grass  that  may  have 
persisted."  * 

Essentially  the  same  situation  appears  when  har- 
vesting is  reached.  The  beets  may  be  first  loosened 
by  a  plow  and  by  a  lifter;  but  each  individual  beet 
must  be  pulled  out  by  hand.  Then  they  are  knocked 
together  gently  to  remove  the  adhering  dirt.  Finally, 
they  are  "  topped  ";  that  is,  the  neck  and  leaves  are 
cut  off  with  a  large  knife.  "  The  removal  of  the  tops 
of  the  beets  is  a  tedious  process,  which  in  Europe  is 
performed  by  women  and  children.  .  .  .  Constant 
supervision  is  necessary  in  this  work."  • 

No  machinery  has  been  devised  that  serves  to  dis- 
pense with  the  large  amount  of  hand  labor  called  for. 
"  Several  attempts  have  been  made  to  construct  a 
mechanical  device  by  which  the  beets  can  be  topped, 
thus  saving  a  large  expense,  and  perhaps  a  successful 
device  of  this  kind  may  some  day  be  invented.  So 
far  as  is  known  at  the  present  time,  however,  this 
process  has  not  been  successfuUy  accomplished  by 
machinery,  and  the  topping  must  still  be  done  by 

>  The  Sugar  Beet.  p.  20. 

*  Report  on  ProgreoB  .  .  .  1909,  p.  19.  The  same  story  appears  in  all  the  aoooonts 
of  beei-sugar  growing.  See  for  example  the  statements  of  Mr.  Hathaway,  of  tha 
Michigsn  Beet-Sugar  Company,  before  the  Committee  on  Ways  and  Means  in  1909; 
Tarifr  Hearings  of  1909,  p.  3311. 

a  The  Sugar  Beet,  pp.  21,  22. 
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hand.^  "  Inventive  ingenuity  in  Europe  and  espe- 
cially in  America,"  said  the  Special  Agent  of  the 
Department  of  Agriculture  in  1906,  "  has  been  directed 
to  planning  a  harvester  which  will  do  away,  as  far  as 
possible,  with  this  expensive  hand  work.  ...  It 
cannot  be  said  that  any  of  these  newly  devised  im- 
plements works  successfully  in  all  soils."*  In  1909 
he  reported  that  "these  machines  are  not  now  in 
general  use,  but  their  use  is  increasing  ";  and  he  still 
laid  stress  on  the  need  of  elaborate  hand  cultivation.' 

It  follows  that  the  successful  growing  of  the  sugar 
beet  calls  for  a  large  amoimt  of  monotonous  unskilled 
labor;  no  small  part  of  it,  labor  that  can  be  done 
by  women  and  children,  and  that  tempts  to  their 
utilization.  In  the  documents  of  the  Department  of 
Agriculture  there  is  constant  reference  to  the  peculiar 
labor  problem  confronting  the  farmer  who  sets  out  to 
raise  sugar  beets.  "  As  a  rule  the  farmer,  if  he  grows 
beets  to  any  extent,  does  not  have  on  his  farm  sufficient 
labor  to  take  care  of  the  work  of  thinning,  bimching, 
hoeing,  and  harvesting  the  sugar  beets."  *  Not  only 
does  the  typical  American  farm  and  farm  community 
lack  the  number  of  laborers  required;  the  labor  itself 
is  of  a  kind  distasteful  to  our  farmers.  "  Thinning 
and  weeding  by  hand  while  on  one's  knees  is  not  a 
work  or  posture  agreeable  to  the  average  American 
farmer.  Bending  over  the  rows  and  crawling  along 
them  on  one's  hands  and  knees  all  day  long  are  things 
that  the  contracting  farmer  is  sure  to  object  to  as 
drudgery.  .  .  .  Our  farmers  ride  on  their  stirring 
plows,  cidtivators,  and  many  implements." '    As  was 

>  The  Sugar  Beet,  p.  22  (1908).  >  Report  on  ProgieeB.  .  .  1906,  p.  38. 

>  Report  on  Progrees.  .  .  1909,  pp.  14, 19. 

*  Report  on  Progrees  .  .  .  1901,  p.  19. 

*  Ibid..  1906,  p.  24.  A  oonespondent  writes  me  from  CeUfomia:  "Otherwise 
tbna  in  the  perf onnanoe  of  saeh  labor  as  can  be  done  with  teams,  vexy  few  Americans 
undertake  hand  labor  in  the  beet  fields.'* 
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remarked  by  one  of  the  witnesses  before  the  Ways  and 
Means  Committee,  at  a  tariff  hearing:  ''  the  thinning 
and  the  topping  of  the  beets  it  is  pretty  hard  to  get 
our  American  fellows  to  do,  and  they  prefer  to  hire 
the  labor  and  pay  for  it/'  ^  The  ICansas  State  Board 
of  Agriculture  informs  its  constituents:  "  if  the  Ameri- 
can farmer  is  to  realize  all  possibilities  in  raising 
sugar-beets  he  will  do  so  through  his  ability  as  a  super- 
intendent and  not  as  a  drudge."  ' 

The  manner  in  which  this  need  of  extra  labor  has 
been  met  is  instructive  not  only  as  regards  the  beet- 
sugar  situation  itself,  but  also  as  regards  the  general 
trend  of  industry  in  the  United  States  during  the  last 
generation. 

Almost  everywhere  in  the  beet-sugar  districts  we 
find  laborers  who  are  employed  or  contracted  for  in 
gangs;  an  inferior  class  utilized  and  perhaps  exploited 
by  a  superior  class.  The  agricultural  laborers  in  the 
beet  fields  are  usually  a  very  different  set  from  the 
fanners.  On  the  Pacific  coast  they  are  Chinese  or 
Mexicans.  Except  in  Southern  California,  where  the 
Mexicans  are  near  at  hand,  most  of  the  work  is  done 
by  Japanese  under  contract;  there  being  usually  a 
head  contractor,  a  sort  of  sweater,  who  imdertakes 
to  furnish  the  men.  In  very  recent  years  Hindoos 
(brought  down  from  British  Columbia)  also  have 
appeared  in  the  beet  fields  of  California.  In  Colorado 
"immigrants  from  Old  Mexico  compete  with  New 
Mexicans  (i.  e.,  bom  in  New  Mexico),  Russians,  and 
Japanese."  *    Indians  from  the  reservation  have  been 

>  Tariff  HeartncB  of  1009,  p.  3418.  "  Amertoans  will  not  do  that  work;  not  1  in 
60/'  odd  a  Colorado  beet  grower,  testifying  (In  1911)  before  the  Houae  Committee 
to  inyeetlgate  the  Amerloan  Sugar  Refining  Co.;  Hearings,  p.  3192. 

s  Report  of  Eanaas  State  Board  of  Agriculture  for  Sept.,  1906  (a  special  report  on 
sugar  beets),  p.  20. 

•  V.  Clark,  in  Bulletin  Department  of  Labor.  Sept.  1908,  p.  483. 
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employed  in  Colorado;  and  boys  have  been  sent  out 
under  supervisors  from  the  Juvenile  Court  of  Denver* 
At  one  time,  convict  labor  was  used  in  Nebraska. 

In  some  parts  of  Colorado,  in  Montana,  and  at  the 
beet  fields  of  the  single  factory  in  ICansas,  Russian 
Germaos  are  employed.  These  curious  and  interest- 
ing people  are  Germans  who  were  imported  into 
Russia  by  the  Empress  Katherine;  they  persistently 
maintained  their  race  and  language  and  religion;  in 
recent  years  they  have  been  driven  from  Russia  by  per- 
secution. They  now  center  about  Lincoln,  Nebraska, 
and  are  shipped  under  contract  to  the  beet  fields, 
where  they  are  assiduous  and  much-prized  workers. 
They  are  much  more  welcome  than  the  fickle  Indians 
and  Mexicans;  more  welcome  even  than  the  Japanese, 
who  are  quick  and  capable,  but  often  break  their  con- 
tracts. The  German  Russians  camp  in  whole  families 
at  the  beet  region  for  the  summer;  men,  women,  and 
children  toil  in  the  fields.  In  Michigan,  the  main  labor 
supply  comes  from  the  Polish  and  Bohemian  population 
of  Cleveland,  Buffalo,  Kttsburgh.  The  circulars  issued 
by  the  Department  of  Agriculture  and  by  the  state 
boards  and  bureaus  repeatedly  call  the  attention  of 
the  beet  farmers  to  the  possibility  of  emplojdng  cheap 
immigrants.  The  troublesome  labor  problems,  it  is 
said,  need  not  cause  worry:  here  is  a  large  supply  of 
just  the  persons  wanted.  ''  Living  in  cities  there  is  a 
class  of  foreigners  —  Germans,  French,  Russians,  Hol- 
landers, Austrians,  Bohemians  —  who  have  had  more 
or  less  experience  in  beet-growing  in  their  native 
countries.  .  .  .  Every  spring  sees  large  colonies  of 
this  class  of  workmen  moving  out  from  our  cities 
into  the  beet  fields."  ^ 

I  Roport  on  Pngrefls  .  .  .  1904,  p.  87.    Compare  the  Report  of  the  Kansaa  State 
Board  of  Aicrleulture,  cited  above,  p.  19.    A  ooirespondent  writes  me  from  Bay  Cityf 
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The  sugar  manufacturers,  who  buy  the  beets  and 
make  the  sugar  in  their  factories,  play  a  large  part 
in  bringing  this  labor  to  the  fields.  Indeed,  they 
play  a  large  part  in  every  phase  of  the  industry, — 
on  its  agricultural  side  as  well  as  on  its  manufacturing 
side.  They  supply  seed;  give  the  farmers  elaborate 
directions  on  methods  of  cultivation;  employ  super- 
visors to  visit  and  inspect  the  farms,  and  to  spur  the 
farmers  to  the  needed  minute  care;  of  necessity  they 
test  the  beets  at  the  factory,  and  pay  according  to 
sugar  content;  and  they  often  imdertake  to  provide 
the  labor.  Sometimes  the  factories  contract  to  attend 
to  the  field  labor  themselves,  receiving  from  the  far- 
mers a  specified  price,  —  so  much  for  bimching  and 
thinning,  so  much  for  each  hoeing,  so  much  for  topping. 
The  farmers  then  have  nothing  to  do  but  supply 
"reasonable"  living  accommodations.^  More  often 
farmers,  not  thus  provided  for,  seeing  their  laborers 
through  contractors,  at  a  fixed  price  of  so  much  (vary- 
ing from  $15  to  $20)  per  acre  for  all  the  work;  these 
middlemen  being  hunted  up  or  selected  for  the  farmers 
by  the  factory  managers.  Such  "  sweaters "  make 
a  profit  from  their  sub-contract  with  the  field  hands; 
the  system  being  open  to  the  possibilities  of  over- 
reaching which  are  too  familiar  under  such  arrange- 
ments. 

All  this  is  part  of  the  transformation  which  has 
been  wrought  in  so  many  parts  of  our  social  and  eco- 

Michigan:  **  We  weure  Um  Uboren  in  mieh  oenten  as  CleveUnd,  Detroit,  Chlotgo, 
•ad  Pittebuish.  and  these  laboren  when  brought  to  Michigan  make  a  oontimot  with 
the  fanner  to  take  care  of  hie  beets  at  a  certain  sum  per  acre,  averaging  about  920 
per  acre.  ...  It  is  safe  to  say  that  about  two-thirds  of  the  beets  are  taken  care  of 
by  outside  labor.  In  our  own  case  (a  large  sugar  company]  we  probably  brought  in 
about  1800  laborers."  On  smaller  beet  tracts  in  Michigan,  the  farmers  and  their 
families  do  the  work  themselves,  employing  no  "  outside  **  labor. 

*■  The  form  of  contract  used  by  the  Great  Western  Sugar  Co.  of  Colorado  is  printed 
In  the  Hearings  of  the  Committee  to  investigate  the  American  Sugar  Reiining  Co. 
(1911),  p.  8186. 
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nomic  structure  during  the  last  quarter  of  a  century 
by  the  vast  inflow  of  immigrants.  Manufactures 
have  been  most  obviously  affected  by  it.  Our  textile 
trades,  the  iron  and  steel  industry,  the  glass  manu- 
facture, have  in  greater  or  less  degree  adjusted  their 
methods  and  machinery  to  the  new  labor  supply. 
The  tariff  situation  has  been  modified:  not  a  few 
industries  can  maiatain  themselves  without  tariff  aid, 
or  with  Uttle  aid,  which  formerly  could  allege  more 
plausibly  the  need  of  h^  duties.  Agricultmre  also 
is  feeling  the  influence  of  the  new  conditions.  Labor- 
ers from  the  congested  foreign  districts  of  the  cities  — 
Italians,  Bohemians,  "  Huns,"  "  Polacks,"  Russians  — 
make  their  way  to  the  market  gardens  surrounding 
the  cities,  to  vegetable  districts  such  as  that  of  the 
Chesapeake  peninsula,  to  the  cranberry  fields  of  New 
Jersey,  and  do  the  hard  work  for  the  shrewd  Yankee 
farmers.  Possibly  these  field  hands  are  on  the  way 
to  the  acquisition  of  land  through  their  savings.  Such 
persons  as  the  Russian  Gennans  who  work  in  the 
beet  fields  are  not  likely  to  remain  long  in  their  present 
semi-servile  state.  These  are  doubtless  progressing 
toward  land  ownership.  Possibly  the  same  upward 
movement  will  be  achieved  by  many  members  of  the 
other  races.  But  certainly  for  the  time  being  the 
conditions  are  socially  and  industrially  imwelcome. 
They  are  not  dissimilar  to  those  of  the  Sachaeng&vr 
gerei,  of  ill  repute  in  eastern  Germany.  They  are 
very  different  from  the  conditions  which  we  think  of 
as  typical  of  agriculture  in  the  United  States.  There 
is  an  agricultural  proletariat  in  the  beet  fields. 

As  yet,  however,  the  main  agricultural  region  of 
the  United  States,  —  the  great  Central  region  in 
which  are  the  wheat  and  com  belts,  —  has  been  little 


Digitized  by  VjOOQ  IC 


204  QUARTERLY  JOURNAL  OF  ECONOMICS 

affected.  Here  we  still  find  extensive  cultivation, 
agricultural  machinery,  the  one-family  farm.  It  is 
true  that  during  the  harvest  season  there  is  a  heavy 
demand  for  agricultural  laborers,  and  that  this  is 
satisfied  by  laborers  who  may  be  said  to  constitute 
an  agricultural  proletariat.  It  is  true  also  that  the 
stage  of  pioneer  farming  has  been  passed  or  is  rapidly 
being  passed,  that  rotation  is  becoming  more  sj^te- 
matic  and  skilful,  the  land  more  valuable,  cultivation 
more  intensive.  Nevertheless  this  remains  the  region 
of  the  one-family  farm.  The  farmers  "  ride  on  their 
stirring-plows  and  cultivators ''  and  in  this  way  are 
able  to  do  most  of  the  work  on  their  lands  for  them- 
selves. 

Throughout  the  com  belt  there  is  no  sugar-beet 
industry  of  any  moment;  yet  the  com  belt  is  largely 
the  same  as  the  potential  beet-sugar  zone.  The  ex- 
planation seems  to  me  clear:  it  pays  better  to  raise 
com.  In  the  language  of  the  economists,  there  is  a 
comparative  advantage  in  corn-growing.  This  grain 
is  peculiarly  adapted  to  extensive  agriculture.  It  also 
lends  itself  readily  to  the  use  of  machinery;  com  can 
be  "  cultivated  "  between  the  rows  by  horse  power. 
It  is  a  substitute  for  root  crops,  and  can  be  rotated 
steadily  with  small-grain  crops.^  It  is  a  direct  com- 
petitor with  the  sugar  beet  for  cattle  fattening.  The 
advocates  of  beet-raising  always  lay  stress  on  the 
value  of  the  beet-pidp,  the  residue  at  the  factory 
after  the  juice  has  been  extracted,  for  cattle  feeding. 
But  com  is  at  least  equally  valuable  for  the  purpose 

1  See  the  ezoeUeot  uialyns  by  Profeosor  H.  C.  Taylor,  in  Aimab  of  Um  AmerioaB 
Academy  of  PoUt.  and  Soc.  Sd.,  yol.  xdi.  p.  179  (1903).  Cf.  Um  aame  writer'a  Acri- 
eultuial  Ekjonomios,  p.  66  ••ff.,  and  Carver's  Rural  Eoonomioa,  p.  100.  Profeaaor 
Taylor,  in  a  reoent  paper  (Tlie  Place  of  Economics  in  Acricultural  Education  and 
Reaeareh,  p.  96;  publ.  by  University  of  Wlaconain,  1911)  states  more  ezplleitly  his 
conclusion  that "  it  is  hardly  probable  that  the  sugar  beet  will  ever  be  able  to  compete 
with  com  on  even  terms  in  the  com  belt  of  the  United  States." 
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and  the  typical  American  fanner  raises  it  by  agricul- 
tural methods  which  he  finds  both  profitable  and 
congenial.  One  man  can  grow  forty  acres  of  com. 
He  can  plant  only  twenty  acres  of  beets;  and  these  he 
cannot  possibly  thin  and  top.^  In  Iowa  ''  the  farmers 
are  progressive,  successful,  and  satisfied.  In  fact,  this 
has  been  the  main  obstacle  to  installing  the  sugar 
mdustry  there.  The  farmers  have  not  shown  a  dis- 
position to  grow  the  beets.  When  the  farmers  are 
advised  that  beet  culture  is  accompanied  with  con- 
siderable hard  work,  factoiy  propositions  usually  suc- 
cumb to  the  inevitable.  The  farming  class  of  the 
state  is  accustomed  to  the  use  of  labor-saving  imple- 
ments in  the  fields."  And  yet  Iowa  "  has  the  quality 
of  soil  and  the  climatic  conditions  necessary  for  pro- 
ducing a  large  tonnage  of  beets.'' ' 

It  is  true  that  Michigan,  and  Wisconsin  also,  are 
outside  the  com  belt.  Except  along  the  southern 
edge  of  these  states,  the  grain  does  not  ordinarily 
mature.  But  com  still  remains  a  formidable  com- 
petitor of  the  sugar  beet,  in  its  use  through  ensilage. 
It  is  cut  green,  stored  in  the  silos,  and  so  is  available 
for  cattle  feeding.  It  continues  to  be  available  in 
rotation  with  other  grain  and  with  grass.  During 
the  last  two  decades  Wisconsin  has  become  a  great 
dairy  state.  ''  The  pasture,  hay,  and  com  lands  of 
the  state  form  the  basis  of  the  live-stock  industry." ' 
Here  there  is  a  profitable  sjrstem  of  agriculture  in  which 
there  is  no  need  of  the  minute  attention,  the  elaborate 

s  Report  on  Prosrcw  .  .  .  1904.  p.  66. 

*  See  the  teetimony  of  a  sugar-beet  grower  from  Cotorado,  in  TariflF  Hearings  of 
1900,  p.  8417. 

•  ProgreflB  of  the  Dairy  Industry  hi  Wisconsin,  by  H.  C.  Taylor  and  C.  E.  Lee, 
p.  7;  fiulietfai  no.  210  of  the  Agricultural  Experiment  Station,  University  of  Wisconsin 
(1911). 
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cultivation,  the  concentrated  labor,  which  are  re- 
quired for  the  sugar  beet.^ 

To  sum  up:  beetrgrowing  calls  for  highly  intensive 
cultivation.  As  I  stated  in  1889,  it  is  not  adapted  to 
the  typical  agricultural  conditions  of  the  United  States. 
On  the  irrigated  lands,  where  its  development  has 
been  so  surprising,  the  conditions  are  not  typical. 
There  is  likely  to  be  intensive  cultivation  in  any  case. 
The  land  is  comparatively  expensive,  —  counting  the 
cost  of  irrigation  as  part  of  the  cost  of  the  land.  Hence 
the  land  must  be  called  on  for  a  larger  gross  product, 
through  garden  crops  and  the  like.  Add  the  special 
climatic  advantages  of  the  arid  region,  and  it  is  easy 
to  see  why  beet  cultiire  is  found  advantageous.  But 
through  the  greater  part  of  the  theoretical  beet-sugar 
belt,  and  especially  in  the  com  belt,  more  extensive 
methods  of  using  the  soil  pay  better.  Beet-growing 
finds  no  place  in  the  region  of  the  one-family  farm. 

No  doubt  it  is  true  that  agriculture  in  the  North 
Central  District  and  to  some  degree  throughout  the 
United  States,  is  in  a  stage  of  transition.  Ck)m  and 
the  small  grains,  tho  they  remain  the  fimdamental 
crops,  are  being  supplemented  by  root  crops,  and 
there  is  more  and  more  resort  to  dairying.  How  far 
this  transition  will  be  carried  must  depend  on  the 
pressure  of  demand  for  agricultural  produce  in  con- 
sequence of  the  growth  of  population,  and  on  the 
social  forces  which  influence  land  ownership  and 
land  tenure.  The  conditions  of  labor  supply  are  also 
important;  and  these  may  influence  the  development 
of  agriculture  as  profoundly  as  they  have  that  of 

>  My  ooUeague,  ProfeMor  T.  N.  Carver,  to  whom  I  showed  the  proofs  of  this  u^ 
tide,  appended  the  following  oomment:  *'  Com  sUage  wlU  furnish  fifty  per  cent  more 
feed,  acre  per  aore,  than  any  root  crop.  Moreover  It  costs  half  as  much,  or  less  than 
half,  to  grow  an  acre  of  sUage  and  feed  It  as  It  does  to  grow  an  aore  of  any  root  crop 
and  f^ed  It.  The  only  chance  for  beet-root  oake  Is  to  sell  It  as  a  by-produot,  the 
balance  being  covered  by  the  profits  on  sugar," 


Digitized  by  VjOOQ  IC 


BEET  SUGAR  AND  THE  TARIFF  207 

manufactures.  But  as  yet  it  is  only  under  exceptional 
circumstances  that  the  American  fanner  will  find  it 
profitable  to  carry  on  such  intensive  cultivation  as 
beet-growing  requires. 

The  relation  of  the  beet-sugar  industry  to  the  tariff 
presents,  on  its  agricultural  side,  one  of  the  many 
cases  of  differing  costs.  If  the  formula  is  to  be  applied 
which  is  now  so  much  in  vogue  —  protect  in  propor- 
tion to  the  higher  cost  of  production  in  the  United 
States  —  the  legislator  must  face  the  dilemma  that 
the  protection  which  suffices  for  one  set  of  producers 
more  than  suffices  for  others,  and  in  that  sense  is 
excessive.  The  situation,  of  course,  is  one  familiar 
in  the  extractive  industries,  and  in  all  industries  in 
which  there  are  permanent  causes  of  variation  in  cost. 
It  costs  more  to  produce  beets  in  Michigan  and  Wis- 
consm  than  it  does  in  California  and  Colorado.  The 
beet-sugar  producers  of  the  West  can  turn  out  sugar 
profitably  at  a  price  of  somewhere  near  three  cents  per 
pound.  Those  of  Michigan  find  it  hard  to  extract  a 
profit  at  four  cents  a  pound.^  The  beet-sugar  industry 
of  the  far  West,  imder  the  present  tariff-raised  price 
of  sugar,  is  steadily  reaching  eastward  with  its  product, 
and  has  become  a  formidable  competitor  both  of  the 
Michigan  industry  and  of  the  imported  and  domestic 
cane  sugar. 

i  See  Tariff  Heariogs  of  1909.  pp.  8360-3361.  and  3325.  3364. 

Tbe  Kicar  manufaotunr  afrom  Michigan  who  testified  before  the  Ways  and  Means 
Committee  in  1909  averred  insistently  that  they  had  been  able  to  declare  slender 
dividends  or  none  at  all.  The  following  plaintive  letter  from  a  Michigan  farmer 
appears  in  the  Hearings  (p.  3600):  "  Honorable  sir:  I  was  one  of  the  first  to  raise 
beets  in  this  neighborhood,  and  each  year  I  have  been  trying  to  make  up  for  what  I 
lost  the  year  before.  This  year  I  raised  in  round  numbers  13}  acres,  on  which  I  made 
a  profit  of  minus  t2.  The  erop  brought  me  $504,  and  it  cost  me  $606,  and  still  I  am 
only  30  miles  from  the  Bllssfield  factory,  where  they  axe  marketed."  It  need  not  be 
said  that  an  isolated  statement  like  this  has  little  probative  force;  what  was  the  method 
of  reokoning  **  cost "  7  Yet  it  is  in  accord  with  the  general  trend  of  testimony  from 
BAiohigan. 
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The  Michigan  sugar  makers  hence  are  uneasy  about 
the  future ;  and  they  plead  strenuously  for  consideration 
to  their  vested  interests.  It  must  be  admitted  that' 
the  plea  is  in  one  regard  of  exceptional  force.  Not  only 
has  the  general  policy  of  protection  been  long  main- 
tained by  Congress,  and  investment  in  accord  with  it 
encouraged;  but,  as  one  of  the  witnesses  before  the 
Ways  and  Means  Committee  said  in  1909,  "  the  in- 
vestment which  our  Company  made  in  the  sugar 
business  was  made  on  the  invitation  and  urgent  advice 
of  the  United  States  Government  through  it  Depart- 
ment of  Agriculture."  *  It  is  a  serious  responsibility 
which  the  Department  has  thus  taken  on  itself.  Its 
zeal  too  often  has  been  indiscriminate.  Its  propaganda 
has  rested,  in  part  at  least,  on  a  crudely  mercantilist 
principle:  on  the  assumption  that  it  is  desirable  to 
produce  within  our  own  borders  anything  and  every- 
thing that  can  possibly  be  produced  there,  and  that 
a  tariff  poUcy  based  on  this  assumption  will  be  main- 
tained indefinitely. 

A  question  in  some  respects  different  is  presented 
by  the  beet-sugar  factory,  which  buys  the  beets  from 
the  farmers  and  makes  the  sugar.  Here  there  is 
what  the  business  world  calls  '^  a  straight  manufac- 
turing proposition."  Whether  the  manufacturing  of 
sugar  can  be  done  to  advantage  in  the  United  States 
depends  on  the  same  conditions  as  in  other  manufac- 
tures. It  is  much  affected  by  the  opportxmities  for 
using  machinery  and  for  the  exercise  of  American 
inventive  and  engineering  capacity  in  improving 
machinery.  Such  evidence  as  I  can  get  indicates 
that,  so  far  as  this  branch  of  the  industry  is  concerned, 
the  conditions  are  not  unfavorable  to  its  successful 

1  Mr.CN.SmHhpintheTariffHeftriiwiof  1009,p.3317. 
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prosecution,  with  little  need,  if  any,  of  tariff  support. 
When  the  first  factories  were  built  in  California  the 
machinery  was  imported  from  Germany.  "  The  Yan- 
kee inventive  genius  of  machinery  men  at  once  took 
hold  of  the  matter,  making  so  valuable  improvements 
that  both  the  above  mentioned  factories  [at  Watson- 
ville  and  at  Chino]  were  shortly  refitted  with  machines 
of  American  make,  and  every  factory  in  this  country 
in  the  last  few  years  has  purchased  American  ma- 
chines.'' *  So  in  the  Department  of  Agriculture's 
pamphlet  on  the  industry,  it  is  stated  that  "  in  the 
early  days  of  the  beet-sugar  industry  in  this  country, 
Europe  was  called  on  to  furnish  all  machinery.  Now 
very  little  is  imported,  and  in  fact  some  of  the  foreign 
factories  are  using  American-made  machinery."  *  The 
domestic  making  of  machinery,  the  breaking  loose 
from  European  tutelage,  the  introduction  of  technical 
improvements,  —  these  are  significant  indications  of 
the  successful  adaptation  of  a  new  industry  to  American 
conditions  and  of  ability  to  meet  foreign  competition 
unaided.  It  should  be  borne  in  mind,  moreover, 
that  the  factory  managers  take  an  active  part  in 
directing  and  supervising  the  agricultiu*al  operations. 
In  this  regard  there  seems  to  be  abundant  and  success- 
ful enterprise.  The  managers  of  the  beet-sugar  fac- 
tories have  been  chiefly  instnunental  in  bringing  the 
indispensable  labor  supply  to  the  farms.  Through 
traction  engines  and  the  like,  they  have  grappled  with 
the  difficulties  of  transporting  the  beets  from  the 
field  to  the  factory.  They  have  selected  the  seeds, 
and  have  assiduously  spread  information  among  the 
farmers  on  the  best  wajrs  of  getting  a  large  tonnage 

<  Shaw,  The  California  Sugar  Industry  (1008),  p.  17. 

•  The  Sugar  Beet  (1908),  p.  38.    Similar  ttatemente  have  been  made  to  me  in 
eoBvenatkm  by  persona  engaged  in  beet-sugar  making. 
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of  beets  and  a  large  content  of  sugar.  In  the  far 
West  especially,  all  this  activity  has  been  carried  on 
with  industrial  and  pecuniary  success.  Neither  in 
the  factory  itself  nor  in  the  problems  of  organization 
arising  from  the  interdependence  of  farm  and  factoiy 
has  there  been  a  lack  of  skill  or  energy.^ 

It  is,  I  think,  another  sign  of  successful  adaptation 
to  new  conditions  that  the  American  beet-sugar  factory 
carries  its  operation  a  stage  farther  than  do  the  fac- 
tories of  Europe.  The  latter  usually  produce  raw  sugar 
only,  which  is  sent  to  the  refineries  for  the  last  stage 
of  preparation;  precisely  as  our  cane  sugar  is  imported 
in  the  "  raw  "  form,  and  goes  through  the  refineries 
before  being  marketed  for  consumption.  The  Ameri- 
can beet-sugar  factories,  on  the  other  hand,  make 
refined  (granulated)  sugar,  which  is  sold  at  once  to 
the  grocers.  In  Europe  the  greater  geographical 
concentration  of  beet-growing  and  sugar-making,  and 
the  consequent  ease  of  transportation  to  refineries 
near  by,  probably  account  for  the  practice  there  pre- 
vailing. The  different  American  practice  doubtless 
took  its  start  because  refining  was  controlled,  during 
the  earlier  years  of  beet  sugar,  by  the  Sugar  Trust 
and  its  afl&liated  concerns;  but  it  has  persisted  because 
it  fits  the  geographical  and  industrial  conditions  of 
the  industry.  Another  reason  is  that  in  Continental 
Europe  beet  farming  and  sugar  making  constitute 
commonly  one  integrated  enterprise,  and  are  asso- 
ciated either  with  estate  farming  on  a  large  scale  or 
with  direct  cooperation  between  large-scale  agricul- 
tiudsts  and  the  factory  owners.    A  different  sort  of 

1  There  is  bickering,  inevitably,  between  the  fanners  who  grow  the  beets  and  the 
sugar  manulactuzers;  the  farmers  maintaining  that  the  manufacturers  beat  down  the 
growers  and  pocket  the  bulk  of  the  profits  for  themselves.  Very  likely  this  is  the  ease; 
but  the  growers  get  quite  enough  to  make  the  beet  eulture  worth  while,  as  is  proved 
by  Hs  rapid  extension.  See  Hearings  on  the  American  Sugar  Refining  Co.  (1911)» 
pp.  8313  and  passim. 
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eodperation  between  farm  and  factory  was  necessary 
under  our  conditions  of  land  ownership,  and  this  has 
been  worked  out  successfully  by  the  American  manu* 
facturars.  Neither  in  the  technical  aspects  of  the 
manufacturing  industry,  nor  in  its  appropriate  organi- 
zation, is  there  indication  of  any  disadvantages  in  the 
United  States. 

On  the  agricultural  side  —  to  tvan  again  to  this, 
the  real  seat  of  difficulty  —  it  is  constantly  said  that 
sugar  beet-growing  has  many  and  varied  advantages. 
The  high  cultivation,  it  is  said,  improves  the  quaUty 
of  the  land;  the  general  fertility  of  the  land  is  en- 
hanced; a  better  rotation  is  established;  the  by- 
products, especially  the  beet-cake,  are  valuable  for 
cattle  feeding,  and  this  in  turn  provides  manure  and 
maintains  fertility;  the  factory  makes  a  market  for 
local  coal  and  lime;  it  '^  stimulates  banking  and 
almost  all  kinds  of  mercantile  business.''  These 
advantages  have  been  dwelt  on  almost  ad  navMam  in 
the  publications  of  the  Department  of  Agriculture.' 
So  far  as  the  tariff  question  is  concerned,  they  prove 
too  much.  If  beet  cidture  is  so  very  advantageous 
for  the  farmer,  why  does  he  need  a  bonus  or  protective 
tariff  to  be  induced  to  engage  in  it  ?  The  American 
farmer  is  not  an  ignorant  or  stoUd  person;  he  has 
access  to  a  multitude  of  educational  and  propagandist 
agencies,  and  is  even  beset  by  them;  he  is  a  shrewd 
observer,  a  ready  innovator.  The  agricultural  methods 
of  the  central  region  have  been  revolutionized  during 
the  past  generation,  with  the  transition  from  pioneer 
farming  to  conserving  agriculture.  If  beet  culture 
were  really  so  advantageous  a  part  of  the  general 
change,  we  might  expect  its  speedy  and  widespread 

>  See  for  instance  Report  on  rtogrceii  .  .  .  1901,  pp.  132  9tq. 
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adoption.  I  suspect  the  advocates  of  beet-growing 
have  been  making  the  same  mistake  as  those  English 
travellers  who  in  the  early  part  of  the  nineteenth 
century  damned  American  agriculture  as  hopelessly 
inefficient.  They  suppose  that  the  highest  cultivation 
is  necessarily  the  best  cidtivation.  The  agricultural 
expert  is  apt  to  be  intent  on  the  gross  product,  to 
search  for  the  lai^est  yield  per  acre.  But  the  best 
agriculture  is  that  which  secures  the  largest  yield  not 
per  unit  of  area  but  per  unit  of  labor.  Minute  culti- 
vation means  a  large  product  per  acre  but  by  no  means 
necessarily  a  large  product  per  man. 

None  the  less,  it  may  be  argued,  with  show  of  reason, 
that  the  introduction  of  methods  of  cultivation  so 
radically  novel  as  those  of  beet-growing  may  be  pre- 
vented from  taking  place  even  tho  in  reahty  profitable. 
The  young  industries  argiunent  may  be  advanced. 
Ignorance,  settled  habits  and  prejudices,  imaccus- 
tomed  methods,  the  inevitable  failures  in  first  trials, 
all  these  obstacles,  it  is  said,  stood  in  the  way  of  the 
beet-sugar  industry  in  its  first  stages.  Some  sort  of 
premium  was  necessary  to  give  it  a  fair  start.  It  is 
true  that  the  argument  for  protection  to  yoimg  indus- 
tries has  not  been  supposed  to  apply  to  agriculture  by 
List  and  his  followers;  since  unalterable  conditions 
of  soil  and  climate  are  thought  to  determine  once  for 
all  the  geographical  distribution  of  the  extractive 
industries.  But  it  would  be  hazardous  to  lay  down 
an  imqualified  proposition  of  this  sort.  It  is  not 
impossible  that  the  coiu'se  of  industry  may  be  guided 
and  diverted  to  advantage,  in  agriculture  as  well  as  in 
manufactures.  The  difference  between  the  two  cases 
would  seem  to  be  simply  one  of  probabiUty,  of  degree. 
It  can  doubtless  be  said  that  industry  is  more  likely 
to  pursue  its  ^'  natural "  course  in  the  one  case  than 
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in  the  other;  smce  agriculture  rests  maiiily  on  physical 
adaptation,  while  in  manufactures  much  depends  on 
acquired  skill.  In  the  contemporary  German  contro- 
versy, the  young  industries  argument  has  been  advanced 
in  support  of  the  existing  grain  duties  of  that  country.^ 
It  may  be  argued  that,  in  the  far  West  at  least,  beet- 
sugar  making  has  proved  its  economic  advantage. 
It  certainly  has  passed  the  experimental  stage;  and 
it  seems  to  have  reached  the  stage  where  protection 
is  no  longer  needed. 

In  general,  the  argument  for  nurturing  protection 
remains  of  doubtful  validity  for  agricultural  products. 
In  Germany,  as  in  this  country,  education,  experi- 
ment stations,  diffusion  of  information  adapted  to 
the  industrial  conditions,  are  more  promising  means 
of  promoting  agriculture  than  tariff  protection.  There 
is  quite  as  much  weight  in  the  coimter  argument 
that  low  prices  and  the  need  of  facing  a  difBicult  situa- 
tion are  effective  spurs  to  agricultural  improvement, 
—  more  effective  than  high  prices  and  easy  gains. 
The  low  prices  of  raw  sugar  which  prevailed  for  a 
long  period  proved  a  blessing  in  disguise  to  our  Louisi- 
ana sugar  growers:  their  methods  of  cultivation  and 
manufacture  were  inmiensely  advanced  in  the  effort 
to  meet  new  conditions.*  It  is  difBicult  to  give  a 
conclusive  or  imqualified  answer  on  the  questions 
raised  by  the  young  industries  argument;  the  whole 
problem  of  the  causes  of  industrial  progress  is  involved. 
Yet  it  remains  true  that  acquired  skill  and  established 
advantage  coimt  much  more  in  manufactures  than  in 
agriculture,  and  that  tariff  protection  is  a  very  dubious 
device  for  spurring  improvement  in  the  use  of  the  soil. 

1  For  IniUnoe,  by  Ballod.  in  VerhwiHInngen  t.  Veieina  fOr  Soiialpolitik,  1909, 
p.  408. 

>  See  toiiiniony  in  the  Heulaci  on  thft  American  Sugar  BefiidngCk^^ 
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All  thisi  however,  has  little  beaiing  on  the  beet- 
sugar  situation  as  it  now  stands.  If  protection  to 
young  mdustries  was  needed,  it  has  been  given.  The 
initial  stages  of  trial  and  unf amiliarity  are  certainly 
passed.  The  industry  in  the  far  West  has  quite 
passed  the  infant  stage.  Its  difficulties  in  the  farming 
region  proper  seem  to  be  due  to  the  competition  of 
the  other  kinds  of  agriculture,  which  under  the  typical 
American  conditions  are  more  profitable.  If  this 
kind  of  agriculture  needs  protection,  and  if  the  familiar 
grain-growing,  cattlenfattening  and  dairying,  of  the 
corn-wheat  belt  do  not,  the  explanation  is  still  to  be 
found  in  the  principle  of  comparative  cost. 

F.  W.  Taussig. 

HaBVABD  UNIVaBBITT. 
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THE  RECENT  RISE  IN  THE  PRICE  OF 
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I.  Extent  of  Riae  in  Price  of  Silver,  216.  —  High  price  in  1905-07, 
218.  —  Peculiarities  of  the  silver  market,  219.  —  Causes  of  rise  in 
price;  the  supply,  220.  —  The  demand,  for  industrial  uses,  outside 
India,  222.  —  The  industrial  consumption  in  India,  224.  —  The  mone- 
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228;  England,  229;  United  States,  229.  —  The  heavy  Indian  monetary 
demand,  230.  —  The  reserves  built  up  by  the  Indian  Government, 
232.  —  Silver  standard  countries,  234.  —  How  far  the  rise  in  silver 
was  a  part  of  the  depreciation  of  gold,  237.  —  Prices  and  index  numbers, 
238.  —  II.  Influences  of  the  rise  in  price  of  silver  on  monetary  sys- 
tems, 239.  —  The  Philippines)  difficulties  from  higher  price  of  silver, 
240.  — The  export  point  of  bullion,  241.  — Export  of  coins,  242.— 
Prohibition  of  export  in  1906,  244. — Other  measures,  246.  —  Re- 
ooinage  in  1906-07,  with  lowered  silver  content,  248.  —  Success  of  the 
measure,  262.  —  The  StraUa  SetOemenia;  gold  standard  in  1906,  264.  — 
Straits  silver  dollar  in  danger  of  exportation;  measures  to  prevent, 
266.  —  Reooinage,  268.  —  Gold-exchange  standard  adopted,  260. — 
Japan;  gold  standard  since  1897,  261.  —  Prompt  recoinage  of  silver, 
262.  —  Mexico's  fortunate  experience,  263.  —  Gold  standard  plan  of 
1903,  264.  —  Adopted  in  1906,  267.  —  At  first,  export  of  old  silver 
dollars  by  Government  Commission,  269.  —  Rapid  recoinage  into 
new  dollars,  271.  —  Gold  certificates,  272.  —  Success  of  the  operation, 
273. 

The  great  and  unexpected  rise  in  the  price  of  silver 
during  the  years  1905  to  1907,  followed  by  an  equally 
great  and  unexpected  decline,  was  a  phenomenon  of 
unusual  importance.  It  necessitated  alterations  in 
the  monetary  systems  of  a  number  of  countries,  led 
to  the  recoinage  of  hundreds  of  millions  of  dollars, 
yielded   to    the   governments   concerned   seigniorage 
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profits  of  tens  of  millions  of  dollars,  and  taught  lessons 
which  must  prove  of  value  to  China  and  the  South 
American  countries  which  are  at  present  contemplating 
important  monetary  reforms.  Like  the  proverbial 
dog  which  licked  the  hand  of  the  master  who  was  about 
to  beat  it,  silver  rendered  to  several  countries  a  most 
beneficent  service  at  the  very  time  they  were  discard- 
ing it  as  the  standard  money  metal.  It  is  the  object 
of  this  paper  to  give  a  brief  account  of  the  silver  market 
during  the  period  in  question,  to  consider  the  forces 
leading  to  the  rise  in  the  price  of  the  white  metal,  and 
to  trace  some  of  the  results  as  shown  in  the  currency 
systems  of  the  Philippine  Islands,  the  Straits  Settle- 
ments, Japan,  and  Mexico. 


Extent  of  Rise  in  Price  of  Silver 

From  1872  until  1903  the  gold  price  of  silver  had 
tended  strongly  downward  —  a  fact  made  familiar 
to  all  by  the  bimetallic  controversy.  The  average 
annual  price  of  British  standard  silver  (i.e.,  silver 
.925  fine)  in  London  fell  from  60Ad.  per  oimce 
(giving  a  ratio  with  gold  of  15.63  to  1)  in  1872  to 
24:id.  (giving  a  ratio  of  38.10  to  1)  m  1903;  a 
decline  having  taken  place  in  twenty-two  of  the  thirty- 
one  years.  In  only  one  month,  October,  1900,  the 
time  of  the  adjustment  of  the  Boxer  troubles  in  China, 
had  silver  been  above  SOd.  since  November,  1896,* 
and  the  opinion  had  become  quite  general  that  silver 
had  "  come  down  to  stay."  There  was  much  talk  of 
the  probabilities  of  a  further  decline;   very  little  of 

>  The  figuTM  for  the  price  of  silver  are  ihoee  for  Brttlah  atandard  silver  In  London 
as  given  In  the  annual  olrculan  of  Plzley  and  Abe&,  bullion  brokers.  London. 

For  a  brief  general  history  of  silver  the  reader  Is  refeired  to  Paul  George,  Die  Bewe- 
gung  dee  Sllberprelses  selt  1873.    Jena:  Gustav  Fisoher,  1908. 
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the  probabilities  of  a  rise.  The  Mexican  Conunis- 
sion  on  International  Exchange  in  one  of  a  series  of 
valuable  papers^  treating  the  subject  of  silver  submitted 
in  June,  1903,  to  the  British  Commission  said,  after 


*  The  papen  an  gtven  In  EncUah  In  the  1903  Report  of  the  Cominleilon  on  Inter- 
on  StablUty  of  Intemattonnl  Ezolwttge,  pp.  173-106. 
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outlining  the  more  important  events  in  the  recent 
history  of  silver:  "...  All  of  these  events  have  made 
such  a  deep  moral  impression  that  at  present  silver 
is  a  subject  of  very  little  or  no  importance  whatever 
to  the  business  commimity  of  the  two  continents,  and 
it  is  almost  a  disagreeable  topic  of  conversation.'*  ^ 

The  extent  of  the  advance  in  silver  from  1903  to 
1907  and  of  the  subsequent  decline  will  be  seen  from 
the  chart  on  preceding  page. 

The  average  annual  price  which  was  24tV<2.  in 
1902  rose  to  24id.  m  1903,  26|d.  in  1904,  27Hd. 
in  1905,  and  30id.  in  1906.  Silver  reached  30H 
an  oimce  in  November,  1905,  for  the  first  time  since 
October,    1896,  while  the  high  rate  of   November, 

1906,  i.  6.,  33id.,  is  the  highest  rate  quoted  from 
October,  1893,  to  the  present  time  (October  18,  1911). 
For  the  period  1903  to  1906  inclusive  the  range  was 
52.7  per  cent,  that  is  from  211id.  (January,  1903)  to 
33id.  (November,  1906).  The  low  point  in  the  price 
of  silver  having  been  reached  about  the  end  of  1902, 
the  upward  movement  began  the  fore  part  of  1903, 
continuing,  altho  with  frequent  interruptions,  imtil 
November,  1906.  A  high  level  was  then  maintained 
imtil  the  great  slump  in  the  autunm  and  early  winter 
of  1907  —  a  fall  from  an  average  price  of  31.68d.  for 
August,  1907,  to  26.24d.  for  December,  1907,  and  to 
22.49d.  for  December,  1908.    The  range  from  August, 

1907,  to  December,  1908,  represented  a  decline  of  31.7 
per  cent.     It  was  not,  however,  imtil  the  siunmer  of 

1  Ibid.,  p.  190. 

s  Flcures  for  the  high  and  low  prloea  and  for  the  annual  average  prtoea  were  taken 
from  the  Pixley  and  Abell  ciroulare;  thoee  for  monthly  average  prices  were  taken 
from  the  United  Sutee  Director  of  the  Mlnt*8  Reporto. 

*  For  1909,  the  high,  low,  and  average  prices  respectively  were  24^.  (May). 
28A<<-  (Maz«h  and  October),  and  23fH:  aimI  for  1910  they  wero  26ff.  (October), 
23^d.  (March),  and  24^11. 
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1905  that  the  price  was  sufficiently  high  and  sufficiently 
well  sustained  to  make  the  coinage  question  a  critica 
one. 

Before  considering  the  causes  of  this  phenomenal 
rise  in  the  price  of  silver  it  will  be  well  to  mention 
certain  peculiarities  of  the  silver  market.  (1)  The 
great  bulk  of  the  world's  silver  —  estimated  at  75 
per  cent  in  1903  *  —  is  produced  as  a  by-product  of 
copper,  lead,  zinc,  and  gold,  and  changes  in  the  price 
of  ffllver  ordinarily  exercise  very  little  influence  upon 
its  production.  (2)  A  large  part  of  the  silver  smelting 
business  of  the  world  is  in  the  hands  of  three  com- 
panies more  or  less  allied  to  one  another.'  (3)  The 
methods  of  selling  and  buying  silver  are  peculiar  and 
are  conducive  to  the  great  instability  which  has  char- 
acterized the  price  of  the  white  metal  in  recent  years. 
These  methods  have  been  described  briefly  by  the 
Mexican  Commission  as  follows:  — 

The  miners  are  the  producers  of  silyer,  and  it  is  to  their  interest 
to  sell  silver  at  the  heat  possible  price,  but  only  to  a  small  extent 
do  they  have  any  direct  connection  with  the  diver  market  of  the 
world. 

>  *'  The  ooodltlooa  as  to  tha  produotloii  of  ilhrer  an  radically  different  at  the  pre- 
MDt  time  [1903]  from  thoae  prevalllsc  before  the  doelng  of  the  Indian  mlnta  and  the 
great  drop  In  the  price  which  followed  this  action.  The  deoreaae  In  the  production 
of  dhrer  from  diatlnetlyely  silver  mlnea  haa  been  enormoua,  and  It  la  believed  at  the 
praaant  time  not  more  than  one-quarter  of  the  world's  production  oomee  from  thla 
souroe.  .  .  .  The  demand  for  and  the  production  of  copper  has  so  enormously  In- 
creased that  from  this  source  alone  a  very  large  production  of  silver  Is  obtained.  The 
lai«Bst  single  producer  of  silver  In  the.  United  States  la  a  distinctively  copper  mine. 
The  cheapening  of  metallurgical  processes  has  permitted  of  the  working  of  ores,  partlo- 
ulaily  thoae  containing  lead  and  gold  In  small  quantltlea,  to  such  an  extent  that 
fkom  thla  souroe  slso  a  large  proportion  of  the  silver  produetlon  of  the  world  Is  obtained. 
Hm  Broken  Hills  Proprietary  Mine  of  Australia,  a  distinctively  lead  mine,  Is  not 
only  the  largest  producer  of  lead  In  the  world,  but  also  probably  the  largest  producer 
of  sliver.  At  least  00  per  cent,  and  probably  06  per  cent,  of  all  the  silver  produced 
In  the  United  States  Is  the  product  of  lead  and  eopper  amelting,  and  the  great  Increase 
in  the  produetlon  of  sllv«r  In  Mexico  Is  entirely  due  to  lead  and  oopper  smelting." 
DocuaMBt  submitted  by  the  Mexican  CommlsiAon  on  International  Exchange  to 
the  BtWkh  Commission,  June  3,  1003.  Report  of  the  CommlsBlon  on  International 
e.  1008,  pp.  180-181. 


*  Ibid.,  p.  181. 
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Most  of  the  silver-bearmg  ores  are  sold  to  the  smelters,  as  the 
improvement  in  metallurgy  favors  concentration  of  work.  When 
the  ore  is  sold  to  the  smelters,  the  London  quotation  the  day  of 
shipment  is  paid  to  the  miner. 

The  business  of  the  smelter  is  not  to  speculate  in  the  price  of 
silver,  but  to  draw  its  profits  from  the  smelting  charges.  The 
smelting  companies  are,  therefore,  always  anxious  to  sell  their 
silver  the  day  of  purchase,  so  as  not  to  endanger  their  otherwise 
sure  profits  on  account  of  the  fluctuations  in  the  market.  Under 
these  conditions,  silver  is  hurried  to  London  as  fast  as  it  is  refined, 
and  as  the  daily  sales  are  made  at  whatever  the  market  price  may 
be,  there  is  little  if  any  influence  to  withstand  the  natural  desire 
of  buyers  to  supply  their  needs  at  lower  and  lower  prices.  .  .  . 

.  .  .  T^e  largest  buyers  of  silver  are  the  governments  — 
for  coinage  purposes.  There  is  no  regularity  >  in  their  methods  of 
buying,  and  there  is  always  a  feeling  of  uncertainty  in  the  market 
as  to  the  amount  which  they  will  buy  and  when  they  will  buy  it.' 

Conditions  such  as  these  are  largely  responsible 
for  the  fact  that  silver,  which  was  for  centuries  prior 
to  the  demonetization  in  the  early  seventies  the  most 
stable  in  its  gold  price  of  all  commodities,  had  now 
become  one  of  the  most  mistable. 

We  may  now  briefly  consider  some  of  the  more 
important  forces  responsible  for  the  rise  in  the  price 
of  silver  during  the  period  1904  to  1907.  The  forces 
affecting  the  gold  price  of  silver  may  be  grouped  imder 
four  rubrics,  with  the  first  two  of  which  we  are  pri- 
marily concerned.  They  are:  (1)  the  supply  of 
silver;  (2)  the  demand  for  silver;  (3)  the  supply  of 
gold;  and  (4)  the  demand  for  gold.  The  first  two 
factors  will  be  considered  separately,  the  third  and 
fourth  grouped  together. 

Little  help  can  be  secured  in  explaining  recent 
movements  in  the  price  of  silver  by  reference  to  the 

^  One  of  the  Important  tasks  undertaken  by  the  Commission  on  Internationa 
Exohance  was  to  brlns  about  greater  stability  In  the  price  of  silver  by  Inrinolng  gorem- 
ments  to  buy  their  silver  for  coinage  purposes  at  frequent  and  more  or  less  regular 
Intervals  Instead  of  spasmodically,  In  large  amounts  and  In  a  haphaaard  way.  Of. 
Report  of  the  Commission  on  International  Exchange,  1903,  pp.  2(H12. 

*  Ibid.,  p.  104. 
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figures  for  silver  production.  In  the  case  of  a  durable 
oonunodity  like  silver  the  annual  production  repre- 
sents such  a  small  proportion  of  the  total  supply  on 
the  market  that  very  great  changes  in  production  are 
necessary  to  have  much  immediate  effect  upon  the 
supply.  Obviously  this  is  less  true  of  silver  than  of 
gold,  because  as  the  result  of  the  discontinuance  of 
the  free  coinage  of  silver  by  most  countries  of  the 
world,  a  much  greater  proportion  of  the  world's  exist- 
ing stock  of  silver  than  of  gold  is  "  specialized/'  par- 
ticularly in  the  form  of  fiduciary  ^  (or  token)  coins, 
which  circulate  at  a  monopoly  value  substantially 
above  bullion  value.  Nevertheless,  when  one  con- 
siders the  large  quantities  of  Mexican  and  British 
silver  standard  dollars  on  the  world's  markets,  the  bar 
silver,  the  syce  silver  of  China,  and  the  mass  of  other 
relatively  unspecialized  silver  of  the  Orient,  he  will 
realize  that  the  annual  production  is  at  best  a  com- 
paratively small  factor  in  the  world's  marketable 
supply. 

During  the  period  in  question,  moreover,  the  most 
reliable  figures  available  show  the  world's  silver  pro- 
duction to  have  been  remarkably  constant,  incom- 
parably more  so  than  the  world's  gold  production,  as 
will  be  shown  from  the  following  table  based  upon 
the  figures  of  the  United  States  Director  of  the  Mint. 

Obviously  variations  in  the  price  of  silver  during 
this  period  cannot  be  attributed  in  any  appreciable 
degree  to  changes  in  the  annual  production  of  the 
white  metal.  We  m^y  therefore  turn  from  the  factors 
of  supply  to  those  of  demand. 

>  By  fiduoiary  oolns  Is  meuit  ooins  whoM  money  value  eioeede  tlieir  balhon  value 
by  more  than  mlBoieoi  to  oover  a  reaeonable  allowanoe  for  ezpenaee  of  ooliiace.  Tho 
eipraerton  '*  fiduolary  coliie  **  (he  writer  bellevee  to  be  preferable  to  (he  more  common 
one  **  (oken  money,*'  ilnoe  the  latter  oarriea  the  falee  Implication  that  euek  coins  are 
not  In  fact  money  but  merely  tokens  for  money. 
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Gold 

Year 

PtoducUon 

(Fine 

ounoea) 

000 

Per  cent  increase 
or  decrease  over: 

Produc- 
tion (Fine 
ounces) 
000 

Per  cent  increase 
or  decrease  over: 

Average 
annual 

preced- 
ing yr. 

fl»0O 

preced- 
in«yr. 

19W 

ratio 
with  sold 

1900 

173,591 

12,315 

33.33 

1901 

173,011 

♦0.3 

♦0.3 

12,626 

2.5 

2.5 

34.68 

1902 

162,763 

♦5.9 

♦6.2 

14,355 

13.7 

10.6 

39.15 

1903 

167,689 

3.0 

♦3.4 

15,853 

10.4 

28.7 

38.10 

1904 

164,195 

•2.2 

♦5.4 

16,804 

6.0 

36.5 

36.70 

1905 

172,318 

4.9 

♦0.8 

18,396 

9.6 

49.4 

33.87 

1906 

166,054 

♦4.2 

♦4.9 

19,471 

5.8 

58.1 

30.54 

1907 

184,207 

11.6 

6.1 

19,977 

2.6 

62.2 

31.24 

1908 

203,237 

10.3 

17.1 

21,430 

7.3 

74.0 

38.64 

The  chief  of  these  factors  may  best  be  classified  for 
our  purpose  as  follows:  — 

A.  Industrial  Uses. 

I.  In  the  world  exclusive  of  India. 
II.  In  India. 

B.  Monetary  Uses. 

I.  Fiduciary  Coins. 

(a)  In  Occident. 
(6)  In  Orient. 
II.  Silver  Standard  Coins. 

As  the  world's  population  and  wealth  increases  it 
is  but  natural  that  there  should  be  an  increasing  de- 
mand for  silver  for  use  in  the  arts.  Among  the  prin- 
cipal industrial  uses  of  the  precious  metals  Touzet, 
in  his  work  EmpUns  Indusbriels  des  M6taux  Prideux, 
mentions  the  following  (p.  24):  the  manufacture  of 
jewelry,  watches,  firearms,  surgical  instruments,  uten- 
sils of  laboratories,  fluorescent  screens  for  radiography, 

*  Decrease. 
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gilding,  plating,  galvano-plastics,  dentistry,  photog- 
raphy, telephony,  telegraphy,  decorations  upon  porce- 
lain, wood,  and  copper,  manufacture  of  laces  and 
fabrics.^  The  lunits  of  this  article  will  not  permit  a 
discussion  of  the  industrial  consumption  of  silver  in 
different  countries  and  in  different  uses.  Persons 
interested  in  this  subject  are  referred  to  M.  Touzet's 
book.  Here  it  will  be  sufficient  to  cite  the  figures  for 
the  world's  industrial  consumption  of  silver  as  esti- 
mated by  the  Director  of  the  United  States  Mint, 
noting  in  passing  that  these  figures  are  presented 
only  as  rough  approximations,  and  that  they  have 
been  severely  criticised  by  high  authorities.*  Touzet 
criticises  them  but,  while  not  accepting  them  for  some 
countries,  considers  them  the  best  available  figures 
for  the  world  as  a  whole,  in  view  of  the  incompleteness 
of  his  own  figures.' 

World's  Ck>NST7MPTioN  of  New  Silver  in  the  Industrial  Arts* 
(Exclusive  of  India) 


Calendar 
Year 

Ounces  (Fine) 

Peroent 

Lncreaie  over 

year  1900 

Percent 
preceding  srear 

1900 

41,061 

1901 

44,068 

7.3 

7.3 

1902 

48,618 

18.1 

10.2 

1903 

49,937 

21.6 

2.9 

1901 

67,378 

39.7 

14.9 

1905 

60,718 

23.5 

ni.6 

1906 

51,046 

24.3 

0.6 

1907 

67,720 

40.6 

13.1 

1908 

56,986 

38.8 

n.3 

This  table,  compared  with  the  table  for  silver  pro- 
duction on  page  222,  reveals  two  noteworthy  facts:  (1) 

1  ABdr6  Toiuel.  Emplols  Industrieb  dee  M^taux  Pr6oleuz.  Parte:  Glard  A  Bil^, 
1911. 

>  Ibid.,  pp.  49.  B.  >  Ibid.,  pp.  93-00. 

*  ngures  compiled  from  Annual  Reports  of  the  United  States  Director  of  the 
Mint  on  Production  of  the  Precious  Metals. 


Digitized  by  VjOOQ  IC 


224  QUARTERLY  JOURNAL  OF  ECONOMICS 

The  world's  consumption  of  silver  in  the  industrial 
arts  increased  much  more  rapidly  during  the  period 
than  the  world's  production.  Whereas  the  consump- 
tion in  1906  was  24.3  per  cent  larger  than  in  1900,  and 
in  1907  was  40.6  per  cent  larger,  the  production  in 

1906  was  4.9  per  cent  smaller  than  in  1900,  and  in 

1907  it  was  only  6.1  per  cent  larger  than  in  1900.  Every 
year  but  one  (1905)  from  1901  to  1907  showed  an 
increase  in  the  industrial  consumption  over  the  pre- 
ceding year;  while  four  of  the  seven  years  (i.  e.,  1901, 
1902,  1904,  and  1906)  showed  a  decrease  in  the  pro- 
duction as  compared  with  the  preceding  year.  (2) 
The  second  largest  increase  in  the  industrial  consump- 
tion in  any  year  over  the  year  preceding  was  that  of 
1907,  i.  6.,  13.1  per  cent,  the  largest  being  1904  with 
14.9  per  cent.  The  years  1905  and  1906,  altho  showing 
a  substantially  lower  industrial  consimiption  than 
1904,  showed  a  larger  one  than  any  preceding  year.* 
Such  evidence  as  is  available,  therefore,  points  toward 
an  increasing  consumption  of  silver  in  the  arts  dming 
this  period,  and  particularly  during  the  years  1904 
and  1907. 

The  industrial  uses  of  the  second  class  mentioned 
are  those  of  India.  The  demand  for  silver  bullion 
in  India  for  ornaments,  and  for  hoarding,  is  so  great, 
so  variable,  and  so  different  from  that  of  Europe  and 
America  that  it  is  best  considered  by  itself.  From 
time  immemorial  prior  to  the  closing  of  the  Indian 
mints  in  1893  India  was  known  as  the  great  sink  of 
the  precious  metals.  When  the  mints  were  closed 
and  the  value  of  the  rupee  was  divorced  from  the 
value  of  its  silver  content,  so  that  silver  ornaments 
could  no  longer  serve  as  a  "  savings  bank  "  with  the 
annual  use  of  the  ornament  constituting  "  a  sort  of 

1  Of.  Touiet.    Op.  olt.,  p.  94. 
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interest "  and  the  privilege  of  free  coinage  into  rupees 
''  a  sort  of  redemption  fund/'  it  was  believed  that  the 
Indian  demand  for  silver  (for  non-monetary  pmposes) 
would  permanently  decline.  Events,  however,  have 
proved  quite  the  contrary. 

Below  are  given  the  figures  for  the  net  importation 
of  silver  into  India  (exclusive  of  importation  by  govern- 
ment for  monetary  purposes)  since  the  fiscal  year 
ending  March  31,  1901. 

Impobtation  of  Silver  into  India  1001-1910^ 


Fiscal  year 
ending 
March  31 

Total  net  Importation 

British  standard  sUver 

Ounces  000 

Per  cent 

increase  over 

year  1001 

Percent 
Increase  over 
preceding  year 

1901 

49,435 

1902 

39,005 

•21.1 

•21.1 

1903 

42,274 

♦14.5 

8.4 

1904 

79,182 

60.2 

87.3 

1905 

74.350 

50.4 

•6.1 

1906 

84,318 

70.6 

13.4 

1907 

118,199 

139.1 

40.2 

1908 

97,849 

97.9 

•17.2 

1909 

73,731 

49.2 

•24.7 

1910 

61,015 

23.4 

•17.3 

For  this  period,  it  is  said,  the  annual  value  of  net 
imports  is  "  probably  fairly  representative  of  what 
is  required  for  industrial  purposes,"  ...  *  for  the 
silver  bullion  imported  since  1893  "  is  largely  and 
without  delay  manufactured  into  ornaments,  a  small 
proportion  being  passed  into  the  mints  of  the  native 
states." » 

1  Figures  compiled  from  Financial  and  Commercial  Statistics  of  British  India, 
by  the  Director  of  the  United  States  Mint,  and  given  in  the  Annual  Report  on  the 
IVoductton  of  the  Precious  Metals,  1910,  pp.  24-26. 

s  Reply  to  questlonnatre'of  Director  of  United  SUtes  Mint  for  1004-05  given  In 
Annual  Report  of  the  Director  of  the  Mint,  1905,  p.  180. 

*  Ibid.,  p.  182.  The  oolnace  of  silver  bullion  by  the  naUve  states  ia  said  to  have 
been  much  larger  than  usual  In  the  years  1904. 1905,  and  1906.  That  of  1904  required 
more  than  eight  times  as  much  silver  as  that  of  the  preceding  year.  For  1905  it  was 
about  three-fourths  as  much  as  for  1904.  Cf .  Annual  Report  of  Director  of  the  United 
States  Mint  on  Production  of  the  Precious  Metals  for  1906,  p.  32. 
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Here  the  evidence  points  to  an  irregular  but  in- 
creasing demand  for  silver  for  the  industrial  uses  of 
India.  The  year  ending  March  31,  1907,  i.e.,  the 
fiscal  year  corresponding  most  closely  to  the  calendar 
year  1906,  showed  by  far  the  largest  increase,  with 
the  fiscal  year  1908  coming  second  and  1906  coming 
third.  The  greatest  increase  in  any  year  over  the 
preceding  year  was  that  of  1904,  and  the  higher  level 
reached  in  that  year  was  maintained  through  1909. 
For  the  large  demand  during  the  fiscal  years  1906- 
08  the  cause  is  found  primarily  in  the  great  prosper- 
ity of  India  at  this  period  —  a  prosperity  which  is 
clearly  evidenced  by  India's  trade  statistics.^ 

Let  us  now  turn  to  the  monetary  demand  for  silver 
at  this  period,  first  considering  the  demand  for  fidu- 
ciary coins,  and  then  that  for  standard  coins.  For 
present  purposes  it  will  be  sufficient  to  consider  the 
demand  in  a  few  of  the  chief  coimtries  which  use 
large  amounts  of  fiduciary  silver  coins.  Those  chosen 
are  Germany,  France,  England,  United  States,  and 
India. 

After  the  seventies,  when  Grermany,  the  Latin 
Union,  the  Scandinavian  countries,  Holland,  and  the 
United  States  went  over  to  the  gold  standard,  the 
world's  free  monetary  market  for  the  white  metal 
had  been  greatly  restricted,  and  the  large  accumula- 
tions of  silver  dating  from  the  period  when  its  coinage 
was  free  had  proved  more  than  ample  to  meet  the 
needs  of  the  principal  countries  for  subsidiary  coins. 
Of  the  larger  silver  coins  such  as  the  five  franc  piece, 
the  thaler,  and  the  American  silver  dollar  there  was 
a  superfluity.  As  late  as  1903,  writes  Charles  A. 
Conant,  who  was  a  member  of  the  American  Com- 
mission on  International  Exchange, 

i  Gf.  Infrm,  p.  231. 
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several  leading  countries  were  employing  old  stocks  of  coin  for 
making  their  smaller  silver  pieces,  Germany  had  a  stock  of  old 
thalers  which  the  German  Commission  stated  exceeded  the  demands 
of  the  circulation  by  100,000,000  marks.  .  .  .  France  and  other 
countries  of  the  Latin  Union  were  burdened  with  an  accumulation 
of  heavy  5  franc  pieces,  which  ceased  to  be  popular  in  circulation 
and  piled  up  in  the  vaults  of  the  national  bank  to  the  exclusion 
of  gold.^ 

The  United  States  had  coined  an  excessive  amount 
of  silver  dollars  as  the  result  of  the  coinage  acts  of 
1878,  1890,  and  1898,  and  large  accumulations  of 
silver  bullion  had  been  made  as  the  result  of  the  silver 
purchases  imder  the  Sherman  Purchase  Act  (purchases 
which  totaled  168,674,683  fine  ounces).* 

These  supplies,  however,  were  not  destined  to  last 
forever.  Population  was  growing,  trade  was  in- 
creasing rapidly  and  every  year  was  witnessing  in- 
creased demand  for  silver  coin,  more  particularly 
subsidiary  coin. 

Every  year  from  1903  to  1906  inclusive,  Germany 
coined  between  sixty  and  seventy  million  marks  of 
silver  fiduciary  coins,  representing  largely  the  recoinage 
of  thalers.  The  demand  for  subsidiary  coin,  however, 
grew  so  rapidly  that  in  1907  the  silver  coinage  was 
nearly  eighty-five  million  marks,  and  the  law  of  May 
19,  1908,  authorized  an  increase  of  the  total  amount 
of  imperial  silver  coins  from  15  marks  per  capita  to 
20  marks.'  By  this  time  it  was  evident  that  Germany 
would  soon  be  compelled  to  enter  the  market  for  the 
purchase  of  silver  for  subsidiary  coins;  a  contingency 
realized  in  1908,  during  which  year  the  Government 
coined  over  fourteen  million  kilograms  of  bar  silver,^ 

>  The  Rise  of  Stiyer,  In  Intamatlon  Magaslne,  January,  1007,  p.  48. 
s  Annual  Report  of  the  Dlreotor  of  the  Mint,  1908,  p.  22. 

>  Of.  Annual  Report  of  the  Dtreotor  of  the  Mint,  1909,  pp.  213-214. 
«  Ibid.,  p.  210. 
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while  during  the  following  year  its  coinage  of  fifty- 
three  million  marks  of  silver  coins  was  made  princi- 
pally from  silver  bars  piu*chased  at  current  market 
prices.^  The  silver  and  other  metallic  money,  aside 
from  gold,  held  by  the  Reichsbank  on  December  31 
of  each  year  of  the  period  1903-06  showed  a  con- 
tinual and  pronounced  decline.^ 

For  France  during  the  period  under  study  the  sur- 
plus silver  was  rapidly  being  depleted.  The  coinage 
of  subsidiary  coins  out  of  metal  obtained  from  melting 
down  five  franc  pieces  was  as  follows*  for  the  years 
1903-06:  — 

1903 472,883  francs 

1904 10,000,000     " 

1905 9,410,462      " 

1906 1,908,100     " 

WhUe  the  average  gold  holdings  of  the  Bank  of  France 
increased  from  2,103,100,000  francs  in  1900  to  2,882,- 
200,000  in  1906,  the  average  silver  holdings  declined 
from  1,134,100,000  francs  for  1900  to  1,049,400,000 
francs  for  1906,  and  the  minimum  annual  silver  re- 
serve was  lower  in  1906  than  in  any  other  year  since 
1884.*  The  published  figures  do  not  show  what  pro- 
portion of  this  silver  in  the  Bank  of  France  was  com- 
posed of  five  franc  pieces  and  what  proportion  of 
subsidiary  silver;  the  fact  that  no  five  franc  silver 
pieces  had  been  coined  since  1878,^  coupled  with  the 
large  amount  of  recoinage  of  five  franc  silver  pieces 
into  subsidiary   coin  during  the  years  immediately 

1  Ibid.,  1910.  pp.  181-182. 

*  The  holdlncB  were  m  follows  in  mmions  of  marlcB:  1908,  238.5;  1904.  221.3; 
1905.  210.0;  and  1906.  186.1.  Of.  Administration  dee  Monnalee  et  MMalUee,  Rap- 
port au  Mlnlstre  dee  Finances,  for  1906.  p.  82;  and  for  1907.  p.  86. 

'  Annual  Reports  of  the  Director  of  the  Mint. 

«  Administration  dee  Monnales  et  MMaiUes,  Rapport,  etc.,  1907,  p.  85. 

*  Ibid.,  p.  66. 
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preceding  1906,  make  it  probable  that  a  growing  pro- 
portion was  composed  of  the  more  popular  subsidiary 
coins. 

Turning  to  England^  we  find  the  following  figures 
for  silver  bullion  purchased  and  silver  coins  issued  at 
the  Royal  Mint:  *  — 


Amount  paid  for 
Sliver  Bullion 

Nominal  value  of  all 

Calendar 

Silver  Coins  Imued 

year. 

purchaaeu 

during  year. 

1903 

£49,632 

£658,247 

1904 

53,139 

606,801 

1906 

25,917 

610,491 

1906 

466,580 

1,705,070 

1907 

690,130 

2,019,828 

1908 

350,660 

816,261 

Here  there  will  be  observed  a  very  pronoimced 
increase  in  the  purchase  of  silver  bullion  in  the  years 
1906  and  1907,  the  average  purchase  for  these  two 
years  being  over  fourteen  times  as  large  as  that  for 
the  preceding  two. 

The  next  country  to  be  considered  is  the  United 
States.  By  the  act  of  March  3,  1903,  the  limitation 
which  had. restricted  the  amount  of  subsidiary  coin 
outstanding  at  any  time  to  $100,000,000  was  entirely 
removed;  and  in  1904  the  coinage  of  silver  dollars  was 
discontinued.  The  Director  of  the  Mint,  in  his  report 
for  1903,*  said  there  remained  on  hand  on  June  30, 1903, 
only  17,502,938  fine  ounces  of  the  silver  bullion  pur- 
chased under  the  act  of  July  14,  1890,  and  that  "  the 
entire  amount  will  be  used  for  coinage  during  the 
fiscal  year  1904."  Before  the  end  of  1904  the  Govern- 
ment foimd  it  necessary  to  begin  to  purchase  silver 
bullion  for  its  subsidiary  coinage.'    Every  year  since 

1  Flgxires  complied  from  the  silver  oolnace  aooount  of  the  Annual  Reports  of  the 
Deputy  Master  of  the  Mint. 

*  P.  6. 

9  Annual  Report  of  the  Director  of  the  Mint,  1904.  p.  18. 


Digitized  by  VjOOQ  IC 


230  QUARTERLY  JOURNAL  OP  ECONOMICS 

1903  silver  bullion  has  been  purchased  (under  authority 
of  section  3526  Revised  Statutes)  for  subsidiary  coin- 
age, altho  the  amounts  so  purchased  were  unimportant 
until  the  fiscal  year  1907,  when  $12,659,955  of  sub- 
sidiary coins  were  coined  from  bullion  purchased* 
Inasmuch  as  a  dollar  of  subsidiary  money  contams 
about  72  per  cent  of  an  ounce  of  fine  silver,  thb 
coinage  for  1907  would  require  approximately  9,115,000 
ounces.^  It  will  be  seen  therefore  that  silver  purchases 
by  the  United  States  government  were  becoming  an 
important  factor  in  the  silver  market  at  about  the 
time  of  the  rise  in  the  price  of  silver  in  1906-07. 

The  silver  purchases  of  the  Philippine  Government 
during  1903-04  for  the  new  Philippine  coinage  appear 
to  have  exercised  a  considerable  influence  upon  the 
silver  market,  altho  they  did  not  represent  a  demand 
for  additional  silver,  since  the  coins  made  therefrom 
displaced  an  approximately  equivalent  amount  of 
silver  in  the  form  of  Mexican  dollars.* 

The  largest  single  factor  in  the  increased  demand 
for  silver  during  the  years  1904r^7  was  the  monetary 
demand  of  India.  This  increased  demand  may  be 
viewed  under  three  aspects:  (1)  increased  volimae 
of  trade,  (2)  increased  price  level,  and  (3)  increased 
needs  for  silver  reserves  to  anticipate  future  demands. 

The  years  in  question  were  years  of  prosperity  for 
India,  as  will  be  evidenced  by  the  following  figures  • 
for  the  production  of  Indian  staples;  rice,  wheat,  tea, 
cotton  and  cotton  goods. 

1  The  oolnage  of  subaldUury  coins  from  bullion  pnrohaaed  durinc  the  next  throe 
yMTS  wm:  1908.  $16,698,063;   1909.  $9.686310.  and  1910,  $4,220,781. 

*  Cf.  E.  W.  Kemmerer.  Report  of  the  Chief  of  the  Dlylalon  of  the  Currenoy  for 
the  PhlUpplne  Idanda,  1904,  pp.  4  and  18;  and  for  the  year  1905,  pp.  4,  5. 18.  and  19. 

*  The  figures  are  taken  from  the  Annual  Reports  of  the  Indian  Goyemment  on 
East  India,  Progress  and  Condition;  Railways;  Sanitary  Measures;  Sugar;  Textile 
Faotorles;  Trade. 
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Statibtigb  Illtjbtrativb  of  Tradb  Conditions  in  India,  1898-1907 

PBODUCnON 


Flaoal  ywr  ending  March  31.    Averace 
for  five  vean  i^wHing  

1003 

1903 

1904 

1905 

1906 

1907 

ErtiDiated  wheat  producUon  (OdO  tons)  . 
lbs)*  .:. '..... 

32.5 
6.2 

13.7 

405.1 
107. 
76.5 
50.1 
127 

23.5 

7.8 

200.9 
16.6 

558.8 

117.3 

83.0 

52.5 

119 

22.0 
0.4 

212.6 
18.0 

556.2 

131.9 

99.8 

56.5 

117 

22.3 
7.6 

221.5 
19.9 

3.8 

555.9 

152.7 

102.8 

64.5 

130 

22.2 

8.6 

240.8 
21.1 

3.4 

655.6 

156.6 

105.5 

68.7 

153 

t 
8.5 

Cotton:  Estimated  aereage  (000.000)    . . 
Cotton:  Estimated  yield  In  bales 

(000,000) 

22.3 
4.9 

Cotton  Goods:  Estimated  amount  yarn 
spun  (000.000  lbs.)    

630.6 

Cotton  Goods:  Estimated  amount  doth 
woven  (000.000  lbs.) 

159.0 

Foreign  Trade: « 

Foielcn  Trade: 

Merchandise  Imports  (000.000  £) 

Prtces*  (Atldnson  fndez  Nos.)«  100  oom- 
modltles.  average  1888-76=  100 

115.4 
72.2 
162 

The  period  was  also  one  of  high  and  rising  prices. 
Every  one  is  familiar  with  the  fact  that  there  was  a 
pronounced  upward  movement  of  prices  in  all  gold 
standard  countries  during  the  period  1898-1907,  and 
that  this  rise  is  generally  attributed  principally  to  the 
large  and  increasing  gold  production  of  the  period. 
India  like  other  gold  standard  countries  experienced 
this  advance.  The  unit  of  value  in  India  is  the  rupee 
adjusted  to  a  16d.  gold  par,  and  when  that  gold  par 
depreciated  in  value  the  world  over,  Indian  prices 
naturally  rose.  The  extent  of  this  rise  is  shown  by 
the  Atkinson  index  niunbers  of  Indian  prices,  the 
summary  of  which  for  one  hundred  commodities  is 
given  in  the  last  column  of  the  table. 

>  Figures  oover  Bengal,  Madras,  and  15  districts  of  Burma. 

>  Comparable  figures  not  available. 

*  Figures  oover  British  India,  Travanoore.  and  Cochin. 

*  Net  Imports  and  exports  by  sea,  ezduslve  of  those  made  on  government  account. 

*  Of.  Fred  J.  Atkinson,  Rupee  Prices  In  India.  1870-1908  In  Journal  of  the  Royal 
SUtlstlcal  Sodety.  vol.  72  (1909).  pp.  500^601;  also  Prices  and  Wages  In  India  (25th 
Issue)  complied  In  the  oiBce  of  the  Director  Qeneral  of  Commercial  Intelligence,  Cal- 
eutto,  1906. 

*  Figures  refer  to  calendar  years. 
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Figures  given  for  agricultural  products  and  for 
textile  industries  (referring  to  quantities,  not  values) 
point  to  a  substantial  increase  in  the  volume  of  goods 
exchanged  during  the  period  1904-07;  figures  for 
prices  show  a  very  strong  upward  movement.  A 
larger  volume  of  goods  exchanged  and  a  substantially 
higher  price  level  would  normally  *  require  an  increase 
in  the  amount  of  money  in  circulation,  which  in  India 
means  primarily  an  increase  in  silver  rupees.  The 
actual  increase  in  the  monetary  circulation  of  India 
(exclusive  of  a  small  amount  of  sovereigns)  is  shown 
by  the  following  figures  prepared  by  Mr.  Fred  J. 
Atkinson,  Accountant-General  for  the  United  Prov- 
inces of  India.- 

Flaoal  year  ending  Maroh  31  Amount  of  money  In  ciroulatioD 

(ororee  of  rupees) 

1003  175 

1904  187 

1906  197 

1906  210 

1907  234 

1908  233 

A  very  substantial  increase  will  be  observed  for 
every  year  from  1903  to  1907,  an  increase  in  four 
years  of  590,000,000  rupees,  or  of  nearly  .34  per  cent 
of  the  total  circulation.  This  is  a  phenomenal  increase 
for  a  country  like  India. 

In  addition  to  the  heavy  purchases  of  silver  necessi- 
tated by  this  large  increase  in  the  actual  circular 
tion  there  were  substantial  purchases  for  the  purpose 
of  building  up  an  emergency  reserve  to  anticipate 
future  demands.  The  Indian  Government  found  itself 
threatened  with  the  danger  of  not  being  able  to  secure 

^  That  would  be  the  caae  unieas  there  were  a  gnmt  inereMe  In  the  rate  of  monetary 
turnover,  or  a  large  development  of  banking  faoiUtlea,  etc.,  in  India  during  the  period  — 
oontlngenoies  which  did  not  occur. 

I  Journal  of  the  Royal  SUtlatical  Society,  vol.  72  (1009),  pp.  610-^11. 
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silver  and  to  coin  rupees  fast  enough  to  meet  trade 
requirements.  Silver  had  to  be  procured  principally 
from  abroad.  "  From  the  date  when  Government 
decides  to  buy  silver  for  coinage,  down  to  the  date 
when  the  new  rupees  coined  therefrom  become  actually 
effective  for  meeting  the  trade  demand,  there  is  an 
interval  of  not  less  than  five  weeks,  which  may  easily 
be  exceeded."  ^  To  meet  this  situation  the  Govern- 
ment arranged  to  maintain  a  special  Ingot  Reserve 
of  silver  bullion  in  India  sufficient  to  coin  30,000,000 
rupees,  these  ingots  to  be  passed  through  several  of 
the  preliminary  stages  in  the  process  of  minting.  The 
reserve  was  accimiulated  by  November,  1905,  and 
was  to  be  used  only  in  times  of  emergency.  From 
the  Financial  Statement  of  the  following  year  (1906-07)* 
we  learn  that  the  Ingot  Reserve  proved  of  great  service 
but  that  the  demand  for  rupees  became  so  large  that 
the  Reserve  was  completely  exhausted  by  the  middle 
of  January,  and  that  it  was  decided  to  raise  it  to  an 
amount  sufl[icient  to  coin  60,000,000  rupees,  the  coin- 
ing of  which  would  keep  the  mints  fully  occupied  for 
two  months.  During  the  fiscal  year  1907-08,  the 
demand  for  rupees  continued  heavy  and  the  Ingot 
Reserve  as  part  of  the  Note-Issue  Reserve  was  dis- 
continued, and  a  special  silver  rupee  reserve  of  60,000,- 
000  rupees  was  built  up  out  of  the  profits  of  coinage 
as  a  part  of  the  Gold  Reserve  Fimd,  the  name  of  this 
fimd  being  changed  to  Gold  Standard  Reserve  Fund, 
since  it  was  no  longer  composed  entirely  of  sterling 
securities  and  gold.*  The  Ingot  Reserve,  therefore, 
and  its  successor,  the  Rupee  Fund  of  the  Gold  Stand- 
ard Reserve  Fimd,  represent  for  the  latter  years  of 
this  period  a  perpetual  demand  for  silver,  over  and 

&  nDaadid  SUtement  of  Indl*.  1006-06,  p.  18. 

I  Pp.  17-18.  •  Flnanolal  Statement.  1907H)8,  pp.  28-2d. 
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above  that  represented  by  the  sUver  in  circulation 
and  in  the  Note  Reserve,  of  22,299,000  ounces  of 
British  standard  silver  (i.  e.,  enough  to  coin  60,000,000 
rupees.) 

One  cannot  measiu'e  the  iofluence  of  India's  demands 
upon  the  silver  market  by  the  actual  amoimts  of 
silver  absorbed  in  the  circulation  and  in  the  reserves. 
One  of  the  most  striking  characteristics  of  the  silver 
market  in  recent  years  is  its  extreme  sensitiveness  to 
all  sorts  of  rumors.  Exaggerated  notions  as  to  India's 
probable  future  demands  for  silver  appear  to  have 
exercised  a  considerable  influence  upon  the  market.^ 

During  the  latter  part  of  the  fiscal  year  1908  and  for 
some  time  thereafter,  there  was  great  depression  in 
India,  and  substantial  reductions  in  the  rupee  circu- 
lation were  required.  With  the  interesting  currency 
developments  in  India  during  the  period  I90&-10 
we  are  not  here  concerned.  The  important  fact  to 
be  noted  is  that  the  large  demand  for  silver  coins  in 
India,  both  actual  and  prospective,  was  one  of  the 
chief  factors  in  the  rise  in  the  price  of  the  white  metal 
during  the  years  1904  to  1907. 

The  final  subject  to  be  considered  under  the  demand 
for  silver  is  the  demand  on  the  part  of  silver  standard 
countries  —  at  this  period  comparatively  few  in 
nimiber.'  This  demand  is  very  different  from  the 
demand  for  silver  for  monetary  uses  on  the  part  of 
gold  standard  countries.  In  gold  standard  countries 
the  demand  for  silver  either  as  a  secondary  medium 

>  Cf.  Flnandal  Stotement  for  Imiila,  1904-05.  pp.  9.  61;  ibkL,  1905-06.  p.  17;  ibid., 
1906-07.  p.  16;  ibid..  1907-08,  pp.  2S»-23. 

I  During  the  period  1904-07,  the  ohlef  silver  standard  countries  of  the  worid  were: 
(1)  China,  where  the  silver  standard  Is  dominant  In  the  Port  Cities,  and  in  the  laiser 
trade  of  the  interior  cities,  but  where  the  bulk  of  the  transactions  are  in  reality  effected 
on  a  coppeM>ronse  "  cash  **  standard;  (2)  BoUvla,  (8)  Salvador,  (4)  Honduras.  (5) 
Nicaragua,  and  (6)  Persia. 
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of  exchange,  as  in  France  and  the  United  States,  or 
as  the  chief  medium  of  exchange  as  in  India  and  the 
Philippines,  is  not  a  fimction  of  the  value  of  silver.* 
India  needs  no  more  rupees  and  the  United  States 
no  more  silver  dollars,  silver  certificates,  or  subsidiary 
coins,  when  the  price  of  silver  is  22(2.  an  ounce  than 
when  it  is  SOd.  In  India  and  the  Philippines  the 
silver  circulation  is  determined  primarily  by  the  value 
of  gold,  and  in  the  United  States  and  France  by  the 
convenience  of  the  public,  —  not  by  the  value  of 
silver. 

When  we  turn  to  silver  standard  coimtries  the  situ- 
ation is  reversed.  The  amoimt  of  silver  in  circulation, 
in  silver  standard  coimtries  considered  as  a  whole, 
is  primarily  a  fimction  of  the  value  of  silver.  When  the 
the  value  of  silver  declines  the  higher  price  level  is 
expressed  through  a  larger  circulation,  and  when  it 

1  In  K>  f ar  M  ohttntM  In  tha  y^Iue  of  allver  expwed  In  tanna  of  cold  (t. «.,  cold 
prtoe  of  ■liver)  Tepreaont  alterations  in  the  value  of  cold  per  m.  It  may  be  aald  that  a 
lim  In  the  price  of  allver  meant  a  teas  valuable  cold  unit  of  value  and  therefore  hishar 
prteea  and  vice  versa;  that  a  higher  price  level  requlrea  more  money,  other  things 
equal,  and  that  an  increase  in  the  monetary  circulation  involves  an  increase  in  sub- 
Bldlaiy  silver  coins.  It  by  no  means  follows,  however,  that  an  increase  In  the  total 
droulatlon  calls  for  anything  like  a  proportionate  increase  in  the  circulation  of  sub- 
■Idlaiy  coins.  Subsidiary  silver  !■  used  for  making  purchases,  and  as  tUl  money  for 
**  making  change."  The  amount  required  by  the  public  is  more  largely  a  matter  of 
austom  and  of  convenience  than  of  the  price  level.  If  the  price  level  were  doubled, 
for  example,  articles  which  were  formerly  6  cents  would  be  10  cents,  those  which 
wei«  foimeily  10  cents  would  be  30  cents,  those  which  were  formerly  25  cents  would 
be  50  cents,  those  which  were  formerly  50  cents  would  be  $1.00.  Pasrments  made 
m  ezaet  sums  (».«.,  not  requiring  change)  would  require  twice  as  much  silver 
In  the  second  and  third  cases,  probably  no  sliver  coin  at  all  in  the  fourth  case, 
and  probably  sihrer  In  the  first  case  instead  of  nickel.  If  the  payments  in  each  series 
were  made  by  means  of  "  a  dollar  bill "  and  change  called  for,  the  lower  price  level 
would  require  $3.00  in  change  while  the  higher  one  but  $2.10.  A  strong  force  against 
the  Increase  of  subsidiary  coins  is  the  unwilllngneas  of  people  to  carry  much  "  change  " 
In  their  pockets;  on  the  other  hand  such  factors  as  the  growth  of  urban  and  interurban 
street-car  traffic,  of  '*  5  and  10  cent  stores,"  and  of  odd  price  "  bargains  **  favor 
an  Increase  In  the  circulation  of  subsidiary  coins.  It  is  to  such  factors  as  these  rather 
than  to  the  higher  price  level  of  recent  years  that  one  must  attribute  the  fact  that 
from  1901  to  1900  the  per  capiU  circulation  of  subsidiary  sttver  coins  In  the  United 
States  Increaaed  43.1  per  cent  while  the  par  capita  circulation  of  all  kinds  of  money 
Increaaed  but  24.8  per  cent. 

The  subject  of  subsidiary  ami  minor  coins  represents  an  Important  tho  compara- 
tively untrodden  field  In  monetary  science. 
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rises  the  lower  price  level  is  expressed  through  a  smaller 
circulation. 

The  price  level  in  one  silver  standard  country  may 
of  course  be  temporarily  out  of  equilibrium  with  that 
of  other  silver  standard  coimtries,  because  of  some 
sudden  alteration  in  the  demand  for  (or  supply  of) 
money  in  that  country,  as  was  the  situation  in  Man- 
churia at  the  time  of  the  Russo-Japanese  War,  when 
mihtary  operations  in  that  country  created  an  ex- 
ceptionally large  demand  for  silver  and  drained  off 
large  quantities  of  the  white  metal  from  nearby  silver 
standard  countries.  Such  cases,  however,  are  only 
temporary,  and  the  resulting  flow  of  silver  is  but  a 
movement  for  the  re-establishment  and  maintenance 
of  equilibrium.  The  demand  for  silver  for  standard 
money  by  a  silver  standard  coimtry  is  for  a  definite 
amount  only  in  the  sense  that  such  a  country  must 
have  an  amount  of  money  such  as  to  keep  its  price 
level  in  equilibrium  with  the  price  levels  of  other 
silver  standard  countries;  and  the  demand  for  silver 
for  silver  standard  money  by  all  silver  standard  coun- 
tries taken  together  is  for  definite  amounts  only  in 
the  sense  that  the  price  level  of  silver  standard  coim- 
tries  must  be  such  as  to  keep  the  monetary  value  of 
silver  in  equiUbrium  with  the  merchandise  value.* 
The  price  level  in  silver  standard  countries  is  the 
principal  equiUbrator  between  the  demand  for  silver 
and  the  supply  of  silver,  and  for  this  reason  the  absorp- 
tion of  silver  for  monetary  uses  in  such  countries  need 
not  be  studied  fiui^her  among  the  definite  factors  in 
the  increased  demand  resulting  in  the  great  advance 
in  the  price  of  silver  during  the  years  1904-07. 

Any  discussion  of  the  gold  price  of  silver  would  be 

>  Cf .  E.  W.  Kemmenr,  Money  Mid  Credit  InetnuiMiito  ia  their  Relfttton  to  Geneiml 
Prioes.  2d  ed..  New  York,  Heniy  Holt,  1908,  pp.  4JM8. 
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incomplete  that  did  not  consider  the  gold  side  of  the 
price  ratio.  To  say  that  silver  is  30d.  an  ounce  is  to 
express  the  value  of  gold  in  terms  of  silver  as  much 
as  to  express  the  value  of  silver  in  terms  of  gold.  A 
rise  in  the  price  of  silver  may  be  due  obviously  either 
to  an  appreciation  of  silver  per  se  or  to  a  depreciation 
of  gold  per  se.  The  rise  in  1904r^7  was  apparently 
due  to  a  combination  of  these  causes.  During  this 
period  there  was  a  strong  upward  movement  of  prices 
in  all  gold  standard  countries;  and  silver  would  natu- 
rally be  expected  to  share  in  this  rise  in  so  far  as  the 
rise  represented  the  depreciation  of  gold  per  se.^ 

The  best  method  of  estimating  roughly  the  extent 
to  which  the  rise  in  the  price  of  silver  was  due  to  the 
depreciation  of  gold  is  to  assume  that  the  value  of  all 
other  classes  of  commodities  on  the  average  remained 
constant  during  this  period,  and  that  the  departure 
of  gold  from  commodities  in  general  was  due  to  changes 
in  the  value  of  that  metal.  On  the  other  hand,  the 
extent  to  which  silver  moved  away  from  commodities 
in  general  may  be  interpreted  as  roughly  measuring 
the  actual  rise  in  the  value  of  silver.  Inasmuch  as 
it  is  world  values  with  which  we  are  concerned  and 
not  those  of  any  particular  coimtry,  a  wide  range  of 
world  prices  is  desirable  as  a  basis  of  comparison. 
Unfortunately  satisfactory  price  index  numb^  exist 
for  very  few  countries,  and  the  index  numbers  we 
possess  are  computed  on  such  widely  different  bases 
that  they  are  not  readily  comparable.  Taking  the 
best  available,  however,  adjusting  them  all  to  a  basis 
of  the  year  1900  as  one  himdred,  and  arbitrarily  assign- 
ing to  the  general  index  niunbers  of  each  country  the 

>  Thla  sUtement  la  subject  to  the  qualification  that  tha  tendency  of  silver  to  rise 
la  price  along  with  other  commodities  might  be  offset  In  part  by  a  InnsfjimJ  demand 
for  silver  arising  from  the  fact  that  the  depreciated  gold  would  tend  to  be  used  i 
and  more  as  a  substitute  for  silver  in  monetaiy  and  merchandise  uses. 
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same  importance,  we  arrive  at  a  series  of  index  numbers 
of  world  prices.  The  reciprocals  of  these  price  index 
numbers  would  obviously  be  index  nimibers  of  the 
value  of  gold. 

Index  Numbebs  op  World  Prices  Showinq  the  Fluctuations 
IN  the  Value  of  Gold  and  Silyee 


I 


(1) 


P*8^ 


(2) 


(«) 


(6) 

II 


(7) 


(8) 

I 


(10) 


1900 
1901 
1902 
1903 
1904 
1905 
1900 
1907 


100.0 
98.2 
102.2 
102.8 
102.3 
104.9 
110.8 
117.2 


100.0 
100.1 
103.5 
103.6 
104.4 
107.4 
113.4 
122.0 


100.0 
93.3 
92.0 
92.0 
93.3 
96.0 
102.7 
106.7 


100.0 
96.3 
96.6 
98.5 
97.9 
100.1 
104.5 


100.0 
101.8 
91.1 
91.1 
90.3 
93.8 
99.1 
105.3 


100.0 
96.8 
98.7 
102.4 
101.3 
102.7 
105.9 
111.5 


100.0 
97.1 
89.2 
85.6 
84.2 
93.5 
110.1 
116.5 


100.0 
97.7 
96.2 
96.6 
96.2 
99.8 
106.6 
113.2* 


100.0 
102.4 
103.9 
103.5 
103.9 
100.2 
93.8 
88.3» 


100.0 
96.2 
85.2 
87.6 
93.3 
98.4 
109.3 
106.9 


The  index  figures  for  world  prices  (being  a  simple 
average  of  those  for  the  seven  coimtries  mentioned  in 
columns  one  to  seven)  are  given  in  column  eight  of  the 
Table.  In  column  ten  are  given  index  numbers  of 
the  average  annual  price  of  British  Standard  Silver  in 
London. 

Limiting  ourselves  to  the  period  1903-07,  during 
which  the  rise  in  the  price  of  silver  occurred,  the 

>  FlgUTM  computed  from  table  given  by  AohiUe  Necoo,  in  La  Curva  del  Pirenl 
deDe  Merel  In  Italia  nesU  unl  1881-1909.  Torino:  Soetet*  Tipocrafioa  Editrioe 
Naalonale,  pp.  6  and  7. 

*  Cf.  Fred  J.  Atkinson,  Rupee  Prioes  In  India,  1870-1908,  In  Journal  of  Royal 
Statistical  Sodety,  vol.  72  (1909),  pp.  fiOO-501. 

*  Average  does  not  indude  figure  for  France. 
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evidence  of  the  table  is  as  follows.  From  1902  to  1903 
the  index  number  of  the  price  of  silver  rose  from  86.2 
to  87.6  or  2.8  per  cent,  while  that  for  world  prices  rose 
from  96.2  to  96.6  or  0.4  per  cent;  approximately 
86  per  cent  of  the  rise  in  the  price  of  silver  in 
1903  may  therefore  be  attributed  to  the  appreciation 
of  silver,  and  14  per  cent  to  the  depreciation  of 
gold.  By  a  similar  calculation  for  the  other  years  we 
arrive  at  the  following  table,  which  constitutes  the 
conclusion  of  this  part  of  the  study. 


Year. 

Increase  in 
Prtoe  of  Silver 

Inereanein 
World  Prices 

Percentage  of 
Increase  in  Price  of 
Silver  attributable 
to  Appreciation  of 

Peroentam  of 

Increase  in  Price  of 

RUver  attributable 

to  Depreciation 

ofGold 

Per  cent 

Per  cent 

1903 

2.8 

0.4 

86 

.14 

1904 

6.5 

-0.4' 

106« 

-.06 

1905 

5.5 

3.7 

33 

.67 

1906 

11.1 

6.8 

39 

.61 

1907 

2.2» 

6.2 

^1 

_• 

II 

Influences  of  the  Rise  in  the  Price  of  Silver  upon  the 
Monetary  Systems  of  Certain  Countries 

The  question  may  now  be  asked:  What  effects  did 
this  rise  in  the  price  of  silver  have  upon  the  monetary 
systems  of  those  gold  standard  coimtries  whose  silver 
coins  were  at  a  high  ratio  with  gold  ?    Among  these 

<  Decrease. 

s  This  means  that  the  i^ipieeiatlon  of  silver  accounts  for  the  entire  rise  in  price* 
and  in  addition  compensates  the  appreciation  in  gold;  for  silver  rose  6.5  per  cent  in 
value  in  tenns  of  gold,  which  itself  rose  about  0.4  per  cent. 

*  In  order  for  the  value  of  silver  to  have  remained  constant  as  regards  its  relation 
with  commodities  In  general,  silver  would  have  had  to  rise  in  its  gold  price  by  6.2  per 
cent.  Its  gold  price  actually  fell  2.2  per  cent,  so  that  Its  value  fell  as  regards  oom- 
modlttes  8.4  per  cent. 
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countries  the  Philippine  Islands,  the  Straits  Settle- 
ments, Japan,  and  Mexico  deserve  attention.  They 
will  be  considered  in  their  order,  particular  attention 
being  given  to  our  own  colony,  the  PhiUppines,  and 
to  OMC  nearest  neighbor  to  the  south,  Mexico. 

The  Philippines 

By  the  spring  of  1905  the  work  begun  in  1903  of 
transferring  the  PhiUppine  Islands  from  a  silver  stand- 
ard currency,  with  a  circulation  equivalent  to  about 
sixteen  miUion  dollars  of  United  States  money,  to  a 
gold  exchange  standard  currency,  with  an  entirely 
new  coinage,  was  practically  completed.^  Every  one 
was  relieved  that  the  reform  had  been  so  quickly  and 
so  successfully  accomplished;  and  prospects  were 
bright  for  a  long  period  of  freedom  from  currency 
disturbances.  Just  at  this  point,  however,  a  new 
difficulty  appeared  from  the  rising  price  of  silver. 

At  the  price  of  29}(2.  per  ounce  for  British  stand- 
ard silver  (and  at  64|  cents  for  fine  silver  in  the 
United  States),  the  newly  introduced  Philippine  peso, 
likewise  the  new  subsidiary  coins,'  would  reach  their 
bullion  par,  and  consequently  be  in  danger  of  the 
melting  pot.  This  does  not  mean  that  at  these  prices 
Philippine  coins  would  have  been  melted  and  exported. 
To  find  the  actual  export  point  a  number  of  other 
factors,  all  of  them  more  or  less  variable,  had  to  be 
taken  into  account,  the  chief  of  which  were  the  fol- 
lowing:— 

>  For  a  full  aooount  of  tlie  Fhlllppliie  Cuirenoy  Reform  down  to  the  spring  of 
1005,  see  E.  W.  Kemmerer,  The  EstabllBhment  of  the  Gold  Exchange  Standard  in  the 
Phlllpplnee,  In  Quarterly  Journal  of  Eoonomlos,  August,  1006,  pp.  585-000. 

s  The  new  silver  ooins  were  all  .000  fine,  the  peso,  or  two  half  pesos,  weighing 
416  grains,  and  the  twenty  oentavo  and  ten  oentavo  pieces  weighing  415.5  grains  to 
the  peso. 
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(1)  If  the  destination  of  the  silver  were  London, 
it  could  not  be  laid  down  there  normally  in  less  than 
forty  days  from  the  date  of  shipment,  while  actual 
delivery  could  not  be  made  for  several  days  more 
because  of  the  time  required  for  smelting,  refining, 
and  putting  into  bars.  If  the  silver  were  to  be  shipped 
to  London,  therefore,  the  determining  rate  would  not 
be  the  prompt  price  but  the  price  for  sixty  days  for- 
ward delivery.  If,  on  the  other  hand,  it  were  to  be 
used  as  bullion  in  Hong  Kong,  and  did  not  require 
first  to  be  shipped  to  London,  it  might  bring  a  price 
as  bullion  higher  than  the  prompt  price  in  London 
by  an  amount  suflScient  to  cover  the  difference  between 
the  expenses  of  shipping  (inclusive  of  interest)  from 
London  to  Hong  Kong,  and  those  from  Manila  to 
Hong  Kong.  Obviously  the  destination  of  the  silver 
was  an  important  point  to  be  taken  into  account. 

(2)  A  second  factor  was  the  expense  of  shipping. 
Silver  coins  to  be  exported  must  be  sorted,  boxed, 
loaded,  insured,  shipped,  and  imloaded.  In  some 
instances  brokerage  commissions  must  be  paid.  The 
total  expense  of  shipment  cannot  be  stated  exactly, 
because  it  varies  from  time  to  time,  and  because  banks 
frequently  have  special  contract  rates  for  shipping 
treasiire.  One  per  cent  was  probably  a  safe  compu- 
tation at  the  time  for  such  expenses  on  shipments  to 
London,  and  i  of  one  per  cent  on  shipments  to  Hong 
Kong. 

(3)  A  third  factor  was  exchange.  If  exchange  on 
the  place  of  destination  were  low,  the  exporter  of  silver 
would  receive  an  additional  profit;  if  it  were  high, 
his  profit  would  be  diminished.  An  important  element 
in  the  quoted  rate  of  exchange  in  a  country  so  distant 
from  the  great  financial  centers  of  the  world  as  the 
Philippines  is  the  item  of  interest. 
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(4)  A  fourth  factor  cojisists  of  the  expenses  of 
smelting,  refining,  putting  into  bars,  etc.,  which  the 
writer  is  informed  amoimt  to  upwards  of  two  per  cent. 

There  were  in  addition  numerous  other  factors 
which  had  to  be  taken  into  account,  as,  for  example, 
the  abrasion  of  the  coins  (a  very  small  item  in  this 
instance),  the  firmness  of  the  silver  market,  and  the 
method  of  payment  at  the  place  of  destination. 

Taking  all  of  these  factors  into  consideration,  it 
seemed  improbable  that  the  shipment  of  Philippine 
silver  coins  to  London  as  bullion  would  become  pro- 
fitable before  forward  silver  (sixty  days)  reached 
30i  to  30id.  It  was  to  be  considered,  however, 
that  circiunstances  might  exist  such  as  to  make  shipping 
profitable  even  below  30d. 

There  was  another  important  phase  of  the  problem, 
however,  which  does  not  appear  to  have  been  generally 
understood.  It  was  the  possibility  that  PhiUppine 
coins  might  be  exported  not  as  bullion  but  as  money 
—  a  possibility  which  became  a  reality  the  following 
year.* 

The  circulating  medium  of  Hong  Kong,  Shanghai, 
Tientsin,  Pekin,  and  many  other  oriental  cities  con- 
tained a  great  variety  of  different  kinds  of  silver  "  dol- 
lars." In  these  cities  Mexican  dollars,  old  and  new, 
British  dollars,  old  Hong  Kong  dollars,  and  several 
kinds  of  more  recent  Chinese  dollars  passed  current, 
usually  at  different  rates  when  paid  in  substantial 
quantities.  In  Hong  Kong,  for  example,  the  imit  of 
account  is  conmionly  so-called  *'  Hong  Kong  currency," 
that  is,  the  bank  notes  of  two  large  banking  institu- 
tions. These  notes  are  redeemable  in  "  chopped " 
dollars  which  when  paid  in  large  quantities  usually 
pass  by  weight.    In  Canton  and  other  places  near 

>  Infn,  pp.  246. 246. 
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Hong  Kong,  the  chopped  dollar  usually  commands  a 
slight  premium  in  "  Hong  Kong  currency  ";  the  new 
Mesdcan  dollars  nearly  always  command  a  premium; 
Mexican  dollars  of  the  old  die  command  a  still  larger 
premium,  frequently  from  three  to  four  per  cent; 
likewise  British  dollars.  In  November,  1905,  a  pre- 
mium of  3}  per  cent  was  quoted  in  Hong  Kong  for 
the  British  dollar,  and  it  was  said  that  a  million  or 
more  new  Straits  Settlements  dollars  that  were  ex- 
ported from  Singapore  before  exportation  was  pro- 
hibited had  f oimd  their  way  largely  to  Hong  Kong  ^ 
and  there  commanded  the  same  premiiun  as  the  British 
dollar  to  which  they  conformed  in  weight  and  fineness. 

With  the  close  proximity  of  the  PhiUppine  Islands 
to  Hong  Kong,  and  the  large  Chinese  population  in 
the  Islands,  it  did  not  seem  improbable  that  Philip- 
pine pesos  might  be  shipped  as  money  to  Hong  Kong 
and  there  pass  ciurent,  or  at  least  prove  acceptable 
as  bank  reserves.  Certainly,  if  they  would  not  be 
received  at  a  premium  as  ''  clean  "  dollars,  they  would 
be  readily  received  if  they  should  lose  their  identity 
by  being  "  chopped."  * 

The  total  expense  of  shipping  PhiUppine  silver 
coins  from  Manila  to  Hong  Kong,  it  was  estimated, 
would  jQot  exceed  I  of  one  per  cent.  Interest  charges, 
and  the  item  of  exchange  also,  would  be  almost  neg- 
ligible. There  would,  moreover,  be  no  charges  for 
melting,  refining,  etc.  The  situation  may  be  illus- 
trated by  an  example.  Sterling  telegraphic  transfers 
in  Manila  on  November  9,  1906,  were  quoted  at  20rvd. 

>  Cf.  E.  W.  Kemmerer.  A  Gold  Standard  for  the  Straits  Settlementa,  II,  In  PollUoal 
Setenoe  Quarterly,  vol.  xzl,  p.  664  and  note  3. 

*  The  "  chopped  **  dollar  In  Hong  Kong,  aa  measured  by  sterling  exchange,  often 
varied  several  per  cent  on  either  side  of  the  value  of  its  silver  content  in  London.  Cf . 
E.  W.  Kemmerer,  Second  Annual  Report  of  the  Chief  of  the  Division  of  the  Currency 
for  the  Philippine  Islands,  pp.  83-28. 
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and  in  Hong  Kong  at  20id.  One  fourth  of  one  per 
cent  would  have  covered  all  charges  of  shipping 
Philippine  coins  to  Hong  Kong  on  that  date. 
Therefore  if  Philippine  pesos  had  commanded  the 
same  premium  in  Hong  Kong  that  British  dollars  and 
Straits  Settlements  dollars  of  exactly  the  same  weight 
and  fineness  are  said  to  have  commanded,  i.  e.,  3} 
per  cent,  there  would  have  been  a  net  profit  on  ex- 
portation of  about  3  per  cent,  altho  the  exportation 
of  Philippine  coins  to  London  as  bullion  on  that 
day  (the  prompt  price  of  silver  was  ,29i^d.)  would 
have  involved  the  exporter  in  a  loss. 

The  situation  in  the  Philippines  was  further  com- 
plicated by  the  fact  that  the  supply  of  pesos  in  the 
treasury  vaults  available  for  increasing  the  circulation 
was  low,  and  there  were  prospects  that  the  Govern- 
ment would  soon  be  called  upon  again,  imder  the 
principles  of  the  gold  exchange  standard,  to  purchase 
silver  bullion  for  further  coinage. 

On  November  6,  1905,  the  price  of  silver  in  Lon- 
don passed  the  2Sd.  mark  (reaching  28id.),  and 
with  that  the  Philippine  Government  began  to  con- 
sider measures  to  protect  its  currency.  An  act  was 
passed  November  17th,  to  take  effect  immediately, 
prohibiting  the  exportation  of  Philippine  silver  coins 
or  of  bullion  made  by  melting  or  otherwise  mutilating 
such  coins.  The  act  provided  that  any  such  silver 
coin  "  which  is  exported,  or  of  which  the  exportation 
is  attempted  .  .  .  shall  be  liable  to  forfeiture  imder 
due  process  of  law,  and  one  third  of  the  siun  or  value 
of  the  bullion  so  forfeited  shall  be  payable  to  the  person 
upon  whose  information,  given  to  the  proper  authori- 
ties, the  seizure  of  the  money  or  bullion  so  forfeited 
is  made.  .  .  ."  It  was  further  enacted  that  the  ex- 
portation or  attempt  to  export  such  coin  or  bullion 
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shall  be  ''  a  criminal  offence,  punishable,  in  addition 
to  the  forfeiture  of  said  coins  or  bullion  ...  by  a 
fine  not  to  exceed  ten  thousand  pesos,  or  by  imprison- 
ment for  a  period  not  to  exceed  one  year,  or  both,  in 
the  discretion  of  the  court."  This  law  suggests  some 
of  the  currency  laws  of  the  seventeenth  and  eighteenth 
centuries  in  Europe  which  were  inspired  by  the  eco- 
nomic philosophy  of  the  Merchantilists.  Its  raisan 
d'Stre,  however,  in  the  Philippines  was  far  different. 
There  it  was  looked  upon  merely  as  a  temporary  and 
emergency  measure,  and  the  authorities  fully  appre- 
ciated that  if  the  profits  realizable  on  illicit  exportar 
tion  should  become  very  large,  no  penalty  however 
severe  could  prevent  smuggling.  Many  thought  that 
the  price  of  silver  had  already  reached  its  maximum. 
At  any  rate  the  Philippine  Government  would  have 
to  await  the  action  of  Congress  for  authority  to  recoin. 
The  act  prohibiting  the  exportation  of  silver  coin 
and  bullion  proved  remarkably  effective  for  some  time, 
and  not  imtil  the  summer  of  1906  was  there  any  evi- 
dence that  it  was  being  evaded  to  any  extent.  On 
May  23,  1906,  silver  in  London  was  quoted  at  31  fd. 
or  7.3  per  cent  above  the  bullion  par  of  the  Philippine 
peso;  there  was  then  a  slight  reaction  through  August, 
but  on  September  24th  the  price  reached  Slid,  or 
8.5  per  cent  above  bullion  par,  on  October  27th  32Ad. 
or  11.3  per  cent  above  buUion  par,  and  on  Novenber 
17th  33id.  or  13.2  per  cent  above  bullion  par.  This 
last  price  represents  the  maximiun  price  of  silver 
from  October,  1893,  to  the  present  time  (October  18, 
1911).  At  such  prices  the  profits  realizable  upon 
exportation  were  so  large  that  it  is  not  surprising  that 
there  was  some  smuggling,  when  one  bears  in  mind 
the  peculiar  character  of  the  Philippine  "  coast  line," 
—  a  coast  line  approximately  as  large  as  that  of  the 
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United  States,  —  the  proximity  of  the  Philippines  to 
China,  and  their  close  trade  relations  with  Chinese 
ports,  especially  Hong  Kong.  Notwithstanding  the 
rigor  of  the  law  prohibiting  the  exportation  of  silver 
coins  or  bullion  obtained  by  melting  them,  ''  and  the 
extreme  vigilance  exercised  by  the  Government,  it  is 
estimated  that  between  F750,000  and  Pl,000,000 
were  exported,  all  of  it  probably  going  to  China.  In 
fact  the  Hong  Kong  and  Shan^iai  Banking  Corpora- 
tion at  Hong  Kong  is  reported  as  having  held  in  its 
vaults  as  much  as  P400,000  at  one  time."  ^ 

In  addition  to  the  law  prohibiting  the  exportation 
of  silver,  other  temporary  measures  were  soon  taken 
to  enable  the  Government  to  meet  the  increasing 
demand  for  currency  without  the  necessity  of  suffering 
the  losses  which  would  result  from  the  buying  of 
silver  for  further  coinage  at  prices  above  bullion  par. 
The  Government's  telegraphic  transfer  rate  for  the 
sale  of  gold  standard  fund  drafts  in  Manila  on  New 
York  was  reduced  by  an  order  of  March  15,  1906, 
from  \\  per  cent  to  i  of  one  per  cent,  a  procedure 
of  very  dubious  advisability  imder  the  principle  of 
the  gold  exchange  standard,'  and  one  which  gave  little, 
if  any,  actual  relief.'  United  States  paper  money 
still  circulated  in  the  Philippines  and  the  Government 
resorted  to  its  more  extensive  use.  With  this  object 
the  sum  of  $1,850,000  of  United  States  currency  be- 
longing to  the  Philippine  Government  and  on  deposit 
in  New  York  was  ordered  shipped  to  Manila  in  the 
spring  of  1906.* 

>  Report  of  the  Insular  Treasurer  for  1907,  In  Report  of  the  Philippine  Commlnloii, 
1907,  Part  III,  p.  08. 

*  For  an  explanation  of  the  gold  exchange  standard  as  It  exists  in  the  Philippines, 
see  E.  W.  Eemmerer.  The  Establishment  of  the  Gold  Exchange  Standard  in  the  Philip- 
pines, in  Quarterly  Journal  of  Eoonomios.  August,  1906,  pp.  588-692. 

*  Cf.  Annual  Report  of  the  Treasurer  of  the  PhlUppine  Islands,  1906,  p.  14. 
«  Idem. 
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A  measure  of  more  permanent  importance  calculated 
not  only  to  meet  the  demands  of  the  tune  for  more 
pesos  without  the  necessity  of  further  purchases  of 
silver  bullion,  was  the  one  recommended  by  the  Philip- 
pine authorities  to  the  United  States  Congress  with 
reference  to  the  silver  certificate  reserve.  Philippine 
silver  certificates  were  issued  on  the  same  plan  as  are 
silver  certificates  in  the  United  States,  being  backed 
peso  for  peso  by  silver  coin  in  the  silver  certificate 
reserve.  The  plan  had  been  adopted  for  the  Philip- 
pines by  Congress  in  the  Philippine  Coinage  Act  of 
March  2,  1903,  and  was  subject  to  amendment  only 
by  Congress.  In  June,  1906,  there  was  in  circulation 
approximately  P10,500,000  of  silver  certificates,  repre- 
senting an  equal  amount  of  silver  pesos  in  reserve. 
At  the  same  time  there  was  in  the  Philippine  Treasury, 
as  there  had  been  for  a  niunber  of  years,  several  million 
dollars  of  United  States  gold  coin,  which  had  been 
shipped  to  the  Philippines  for  purposes  of  United 
States  army  and  navy  disbursements,  and  which 
were  not  acceptable  as  a  circulating  medium  in  the 
Islands,  since  gold  coins  when  paid  out  promptly 
disappeared  into  hoards  or  were  exported.  The  plan 
recommended  by  the  Philippine  Government  and 
adopted  by  Congress  in  the  act  of  Jime  23,  1906, 
was  this.  The  Treasurer  of  the  Philippine  Islands, 
with  the  approval  of  the  Governor-General,  was 
granted  authority  to  substitute  for  any  part  of  the 
silver  pesos  thereafter  deposited  in  the  silver  certificate 
reserve  gold  coin  of  the  United  States  (which  was 
unlimited  legal  tender  in  the  Philippines  at  the  rate 
of  two  pesos  to  the  dollar)  and  to  redeem  the  certificates 
thereafter  issued  in  either  silver  pesos  or  gold  coin 
of  the  United  States  at  his  option;  provided  that  the 
amoimt  of  gold  coin  held  in  the  reserve  should  not 
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at  any  time  exceed  sixty  per  cent  of  the  certificates 
outstanding.  The  authority  thus  given  was  imme- 
diately utilized  by  the  Philippine  Government,  and  the 
contract  upon  the  certificates  was  so  altered  as  to  make 
them  payable  in  silver  pesos  or  gold  coin  of  the  United 
States  at  the  option  of  the  Philippine  Government. 

This  action  was  difficult  for  many  people  in  the 
United  States  to  understand,  since  it  represented 
such  a  reversal  of  our  own  currency  experiences.  Silver 
coin  in  the  Philippines  had  proven  too  valuable  because 
of  the  appreciation  of  silver  and,  in  order  to  avoid 
the  necessity  of  piu-chasing  more  silver  bullion  at  the 
time  and  to  prevent  the  silver  certificates  from  appre- 
ciating above  the  standard  \mit  of  value  (t.  e.,  12.9 
grains  of  gold  .900  fine  or  the  equivalent  of  $.50  gold), 
the  certificates  were  made  payable  in  the  future,  at 
the  option  of  the  Government,  in  the  cheaper  money y 
i.  e.y  gold  coin. 

These  measures  ofl^ered  only  a  partial  solution  of 
the  problem;  most  of  the  outstanding  silver  certificates 
still  bore  on  their  face  a  promise  to  pay  in  silver,  and 
nearly  two  thirds  of  the  money  in  circulation  in  the 
Islands  was  silver  coin  worth  much  more  as  bullion 
than  as  money  if  it  could  only  be  gotten  out  of  the  Philip- 
pines. Obviously  a  recoinage  of  this  money  into 
coins  of  a  smaller  fine  silver  content  was  imperative. 
Recoinage  could  be  undertaken,  however,  only  on  the 
authority  of  the  United  States  Congress.  Such  au- 
thority was  sought,  and  Congress  responded  promptly 
in  the  act  of  June  23,  1906,  which  left  the  matter 
of  recoinage  very  largely  to  the  discretion  of  the  Philip- 
pine Government. 

Section  one  of  this  act  provided 

That,  with  the  approval  of  the  President  of  the  United  States, 
the  Government  of  the  Philippine  Islands  is  .  .  .  authorized  .  .  . 
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to  change  the  wei^t  and  fineness  of  the  [PhiUppine]  silver  coins  .  .  . 
and  may  in  its  discretion  provide  a  weight  and  fineness  propor- 
tionally less  for  subsidiary  coins  than  for  the  standard  Philippine 
pesos,  and  may  also  .  .  .  recoin  any  of  the  existing  coins  of  the 
Philippine  Islands  at  the  new  weight  and  fineness  when  such  coins 
are  received  into  the  Treajsury  or  into  the  gold-standard  fund  of 
the  Philippine  Islands:  Provided,  that  the  weight  and  fineness 
of  the  silver  peso  to  be  coined  .  .  .  shall  not  be  reduced  below 
seven  hundred  parts  of  pure  silver  to  three  hundred  parts  of  alloy. 

Congress,  accordingly,  placed  no  restriction  upon  the 
weight  of  the  new  coins  and  practically  none  upon  the 
fineness,  since  no  one  thought  of  adoptmg  a  fineness 
lower  than  .700  for  any  of  the  silver  coins. 

The  problem  of  deciding  to  what  extent  and  in  what 
manner  the  fine  silver  content  of  the  coins  should  be 
reduced  was  not  an  easy  one.  Certain  technical 
requirements  of  coinage  obviously  must  be  met,  so 
that  the  coins  would  be  satisfactory  in  wearing  qualities 
and  in  appearance.  In  addition  the  new  coins  must 
meet  three  important  conditions:  (1)  They  must  be 
reduced  in  fine  silver  content  suJEciently  to  remove 
the  danger  of  their  being  driven  to  the  melting  pot. 
But  how  could  this  be  done  unless  one  could  foresee 
the  future  price  of  silver  ?  When  Congress  passed  the 
Philippine  Coinage  Act,  March  2,  1903,  it  allowed  a 
margin  of  32.4  per  cent,^  which  was  believed  by  nearly 
every  one  to  be  ample.  That  margin  had  now  been 
used  up  and  13  per  cent  more,*  by  the  advance 
in  silver.  Some  persons  well  informed  with  regard 
to  the  silver  market  were  predicting  a  continued  rise 
in  silver  until  the  time  honored  ratio  of  15}  to  one 
should  again  be  realized.  Clearly  the  history  of  the 
price  of  silver  during  the  immediately  preceding  years 

1  Thli  ficure  is  dertvwl  by  oompftring  the  bunion  par  of  the  peso.  29H-  P«r 
with  the  avenice  prtoe  of  silver  for  February,  1003,  of  72}id» 


•  Of.  supra,  p.  218.    This  peroentace  Is  computed  from  the  maTlmuni  prloe  of  stlTer 
to  1006.  ft.  s..  83id.  on  November  17th. 
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did  not  justify  much  confidence  in  prophesies  concern- 
ing its  futiu*e.  (2)  The  second  condition  was  that  the 
coins  should  not  be  so  reduced  in  weight  as  to  unduly 
encourage  counterfeiting.  In  the  orient,  where  labor 
is  cheap,  where  the  natives  are  noted  for  their  mechani- 
cal skill  (as  in  the  Philippines),  and  where  the  machinery 
for  preventing  coimterfeiting  is  not  so  efficient  as  in 
Europe  and  America,  the  danger  of  coimterfeiting 
is  a  real  one,  and  is  materially  increased  when  there 
is  a  wide  margin  between  the  bullion  value  of  coins 
and  their  money  value.*  (3)  The  other  condition 
was  that  the  coins  should  not  be  reduced  so  much 
in  weight  as  to  endanger  their  acceptability  by  the 
people  as  equivalent  to  the  existing  larger  weight 
coins.  The  natives  would  natm^ally  be  suspicious 
of  any  reduction  in  the  size  of  the  coins  so  soon  after 
the  existing  Philippine  coins  had  been  put  into  circu- 
lation at  a  premiima  over  the  silver  standard  coins 
with  which  they  had  been  long  familiar.  It  is  true 
they  were  accustomed  to  monetary  changes*  and  to 
light  weight  silver  coins  circulating  at  a  par  with 
heavier  coins.'  Unfortunately,  however,  many  of 
them  were  suspicious  of  the  American  Government, 
and  there  were  not  wanting  many  people,  especially 
Chinese  money  changers,  who  would  gladly  exploit 
their  ignorance  and  distrust. 

After  weighing  these  various  factors  it  was  decided 
that  the  wisest  plan,  in  spite  of  the  risk  of  experiencing 

1  United  States  ellyer  doUara  were  eztenalvdy  oounterfelted  in  the  Philippines 
during  the  early  years  of  the  American  occupation.  Recently  the  development  of  an 
efficient  police  service  in  the  Philippines  has  greatly  reduced  the  danger  of  counter- 
felting. 

*  For  a  compilation  of  laws  and  executive  orders  with  reference  to  currency  matters 
in  the  Philippines  for  the  period  1661-1803.  see  D.  F.  AguUar  y  Blosco.  Leglslaclon 
sobie  Moneda  FiUplna.  Manila.  Tlpografia  "  Amigos  del  Pais,"  1893. 

*  First  Annual  Report  of  the  Chief  of  the  Division  of  the  Currency  for  the  Philip- 
pine Islands.  1904.  pp.  11-16. 
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some  temporary  difficulties  in  putting  the  new  coins 
into  circulation,  was  to  make  a  very  substantial  reduc- 
tion in  both  the  weight  and  fineness  of  all  the  silver 
corns.  The  gross  weight  of  the  peso  was  accordingly 
reduced  from  four  himdred  and  sixteen  grains  to 
twenty  grams  (i.e.,  approximately  three  himdred 
and  nine  grains),  and  the  fineness  from  .900  to  .800, 
thus  reducing  the  fine  silver  content  of  the  peso 
by  34  per  cent,  and  changing  the  ratio  with  gold 
from  32.25  to  1,  to  21.3  to  1.  With  this  ratio  the 
new  peso  will  not  be  in  danger  of  the  melting  pot 
until  silver  reaches  approximately  44|(2.,  and  before 
that  time  both  the  Indian  rupee  (with  its  ratio  to 
gold  of  21.9  to  1)  and  the  new  Japanese  silver 
coins  ^  (with  their  ratio  of  21.6  to  1)  would  have 
passed  the  buUion  point.  The  Philippine  peso  in  the 
future,  therefore,  is  well  protected  by  the  large  silver 
circulation  of  these  two  countries. 

The  recoinage  law  made  the  silver  subsidiary  coins 
exactly  proportionate  in  weight  to  the  peso,  but  re- 
duced their  fineness  from  .900  to  .750.  Having  a 
larger  percentage  of  alloy  than  the  peso,  the  new  sub- 
sidiary coins  will  not  reach  their  bullion  par  until  the 
price  of  silver  rises  to  47J<i.  (giving  a  ratio  with 
gold  of  19.9  to  1).  Long  after  the  peso  would  go 
to  the  melting  pot,  the  subsidiary  coins  would  remain 
in  circulation;  and  to  orientals  the  half  peso  is  usually 
as  acceptable  a  mediimi  of  exchange  as  the  peso.  In 
Spanish  times  the  half  peso  was  unlimited  legal  tender. 

Shipments  of  the  old  coins  to  the  United  States 
mints  for  recoinage  began  December  15,  1906,*  and 
have  continued  from  time  to  time  ever  since.    By  the 

1  Infra,  p.  263. 

«  B/Bport  of  the  TrMmirer  of  tbe  PhUlpptiie  laluids.  1907.  In  Boport  of  PhUlpplne 
n,  1907.  Part  III.  p.  68. 
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end  of  the  fiscal  year  1910,  P28,850,373  out  of  a 
total  of  P32,779,282  had  been  returned  to  the  mmt  for 
recomage.^  Of  the  less  than  four  million  remaining 
it  is  estimated  that  about  a  million  have  been  smuggled 
out  of  the  country. 

The  first  consignment  of  the  new  coins  arrived  in 
Manila  on  May  4,  1907,  and  the  operation  of  placing 
the  new  money  in  circulation  was  commenced  im- 
mediately.   A  provision  in  the  Philippine  recoinage 
act  of  December  6,  1906,  required,  for  the  purpose  of 
expediting  the  ready  circulation  of  the  new  coins, 
that   the  Treasurer  should  prepare  an  explanatory 
circular  which  should  be  translated  into  the  various 
languages  and  dialects  of  the  Philippines  and  should  be 
distributed    throughout    the    Islands.    This    circular 
should  ''  explain  the  reason  for  the  recoinage  "  and 
should  "  inform  the  public  that  the  new  coins  will  be 
received  in  payment  of  all  taxes  and  Govermnent 
dues,  and  will  be  legal  tender  for  private  debts  as  the 
equivalent  of  the  old  coins;  that  they  will  be  receivable 
in  Manila  for  the  piu-chase  of  gold  drafts  on  the  same 
terms  as  the  old  coins,  and  that  they  may  be  exchanged 
on  demand  at  the  Insular  Treasury  in  Manila  and  at 
various  provincial  treasiuies  throughout  the  Islands 
for  silver  certificates,  and  if  desired  for  nickel  and 
copper  coins."    Such  a  circular  was  prepared  and 
translated  into  Spanish,  Chinese,  and  eleven  native 
dialects    and    distributed    throughout    the    country. 
"  In  addition  all  provincial  treasiuies  were  directed 
to  carry  on  a  general  campaign  of  education  in  order 
that  .  .  .  [the  people]  might  become  thoroughly  ac- 
quainted with  the  new  currency  and  the  reasons  for 
the  change  in  its  weight  and  fineness."  ' 

>  Report  of  the  TreMurer  of  the  PhlUpplne  Uuids,  1010.  p.  82. 

>  Report  of  the  Treasurer  of  the  PhlUpplne  MtadM,  1907,  p.  68.    Op.  elt. 
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At  first,  as  was  anticipated,  there  was  some  discrimi- 
nation against  the  new  coins,  particularly  in  the 
interior  of  the  country.  From  some  sections  reports 
were  received  that  Chinese  traders  would  not  receive 
the  new  coins  in  business  transactions  except  at  a 
discoimt  varying  from  20  to  40  per  cent,  and  that 
they  were  offering  as  high  5  per  cent  premium  in 
the  new  coin  for  the  old.  The  educational  campaign, 
however,  carried  on  by  the  Government  and  by  the 
banks,  coupled  with  the  fact  that  the  new  silver  coins 
were  readily  interchangeable  at  government  treasuries 
throughout  the  Islands  for  silver  certificates  and  nickel 
and  copper  coins,  with  which  the  people  were  familiar, 
soon  broke  down  all  discrimination,  and  by  October 
15, 1907,  the  new  coin  was  "  accepted  without  question 
in  every  part  of  the  Islands,  and  no  reports  or  com- 
plaints have  been  received  for  the  past  two  months 
as  to  discoimting,  and  so  far  as  can  be  ascertained  no 
premium  is  now  paid  for  the  old  coin."  ^ 

Incidental  to  the  work  of  improving  the  Philippine 
coinage  system  by  the  recoinage,  the  Government 
realized  a  very  substantial  profit  upon  the  operation. 
The  new  pesos  contain  but  66  per  cent  as  much 
pure  silver  as  the  old,  and  the  new  subsidiary  silver 
coins  but  62  per  cent.  If  all  the  old  coins  were 
recoined  into  coins  of  the  same  denominations,  there 
would  result  a  gross  profit  of  about  P17,450,000; 
provided  of  coiirse  there  were  need  of  the  additional 
coins  for  monetary  purposes,  as  appears  to  have  been 
the  case.*  If  one  assumes  that  P2,000,000  of  the 
old  coins  will  not  appear  for  recoinage,  and  that  all 
the  expenses  incident  to  the  withdrawal  of  the  old 

t  Ibld.,pp.<»-00. 

•  The  amount  of  PhlUppliM  eurrenoy  In  otroa]«tton  In  the  Uandi  InoreMed  from 
P30,030.411.  June  30,  1006.  to  P  48.7M.607.  June  aO.  1010.  Annual  Report  of  tho 
Treeniier  of  the  PhlUpplne  Idaada,  1010.  p.  86. 
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money  from  circulation  and  its  recoinage  amomit  to 
8  per  cent  —  a  very  liberal  allowance  —  he  arrives 
at  P12,500,000  as  the  approximate  net  profits  of 
recoinage.  This  siun  in  itself  is  sufficient  to  pro- 
vide a  gold  reserve  of  about  25  per  cent  for  the 
entire  Philippine  circulation  —  a  reserve  adequate 
for  all  probable  demands. 

The  Straits  Settlements 

Contemporaneous  with  the  work  of  establishing  the 
gold  exchange  standard  in  the  Philippines,  a  currency 
reform  looking  toward  the  gold  standard  was  being 
effected  in  the  neighboring  British  Colony  of  the  Straits 
Settlements.  This  currency  reform /rom  ffie  beginning, 
however,  unlike  that  of  the  Philippines,  was  greatly 
influenced  by  the  silver  market.  The  history  of  this 
reform  down  to  the  summer  of  1906  has  been  given 
elsewhere,*  and  only  a  very  brief  siunmary  will  be 
required  here. 

The  plan  of  reform  adopted  in  the  spring  of  1903 
"  provided  for  the  recoinage  of  the  British  and  Mexican 
dollars  then  circulating  in  the  Malay  peninsula  into 
new  Straits  dollars  of  the  same  weight  and  fineness 
as  the  British  dollar  {i.  e.,  four  himdred  and  sixteen 
grains  .900  fine),  and  for  the  subsequent  raising  of 
the  value  of  these  new  dollars  to  an  unannoimced 
gold  par  by  means  of  limiting  the  supply,  hi  accordance 
with  the  principle  by  which  India  raised  the  gold 
value  of  the  rupee."  * 

The  reason  for  not  announcing  in  advance  the  gold 
par  to  be  adopted  was  the  strong  upward  tendency 

t  E.  W.  Kemmerar.  A  Gold  SUndard  for  the  Stimtts  Settloments.  I  ud  U,  In 
PditKua  Solenoe  Quarteriy,  zlz  (1904),  pp.  086-649;  zzl  (1906),  pp.  663-698. 

*  IbkL,  n,  p.  668. 
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in  the  price  of  silver.  The  British  authorities  feared 
that  if  the  gold  par  should  be  announced  in  advance, 
further  rises  in  the  price  of  silver  might  carry  the 
dollar  above  the  bullion  par  and  necessitate  either 
an  entire  recoinage  or  the  adoption  of  a  new  gold  par. 
It  was  decided,  therefore,  to  adopt  a  permanent  weight 
and  fineness  for  the  dollar,  and  to  adjust  the  gold  par 
of  exchange,  t.  c,  unit  of  value,  in  accordance  with 
the  demands  of  the  price  of  silver.^  The  great  advance 
in  silver  in  1904  and  1905  soon  made  it  evident  that 
a  two  shillings  par  which  had  generally  been  expected, 
and  which  it  is  now  known  the  Government  had  con- 
templated, would  be  out  of  the  question,  and  that 
a  substantially  higher  par  must  be  adopted.  This 
situation  natiu*ally  led  to  a  great  amoimt  of  speculation 
for  a  rise  in  exchange.  One  large  foreign  banking 
house  imdertook  to  comer  the  supply  of  dollars,  which 
was  absolutely  limited,  and  to  a  considerable  extent 
succeeded,  realizing  great  profits  upon  its  speculations. 

The  excitement  of  the  money  market  became  so 
intense  by  the  latter  part  of  January,  1906,  that  the 
Government  was  forced  to  reUeve  the  situation  by 
declaring  the  gold  par  earlier  than  it  had  intended; 
and  on  January  29th  a  gold  par  of  2Sd.  was  annoimced. 
At  this  rate  the  Currency  Commissioners  were  au- 
thorized to  issue  government  notes  in  exchange  for 
gold  received  by  them  at  Singapore.  Since  then 
Singapore  exchange  has  always  stood  in  the  neighbor- 
hood of  28d^ 

The  new  Straits  dollar  at  a  gold  value  of  2Sd.  had  a 
bullion  par  of  33Ad.     On  January  29,   1906,  when 

^  For  »  crtticinn  of  the  plan  of  eonridwring  the  weight  and  fineneae  of  the  dollar 
(he  unalterable  thing,  and  the  unit  of  value  the  alterable  one,  instead  of  the  reverae. 
cf.  IbkL.  n,  pp.  683,  ff. 

*  Cf.  Fraaer  and  Company's  Ezohange  Circulars  (published  at  approziinately 
weekly  intenrals  and  bound  Into  annual  volumes),  Singapore,  1906-10. 
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the  28(2.  gold  par  was  announced,  the  London  price 
of  prompt  silver  was  30Ad.,  thus  giving  the  dollar 
a  margin  above  bullion  par  of  about  ten  per  cent. 
By  October,  1906,  however,  silver  reached  32^., 
which  was  within  two  per  cent  of  bullion  par,*  and 
the  new  coins  were  therefore  facing  the  danger  of 
the  melting  pot.  Something  had  to  be  done  promptly 
to  protect  them.  The  Government  might  have  met 
the  difficulty  by  still  further  raising  the  gold  par; 
since  in  fixing  the  28d.  par  it  had  expressly  reserved 
the  right  to  raise  the  gold  par  still  higher  if  future 
advances  in  the  price  of  silver  should  make  such  a 
course  desirable.  Previous  experiences  in  raising  the 
value  of  the  dollar,  however,  had  been  too  unfortimate 
to  justify  a  continuation  of  this  policy.  The  Govern- 
ment accordingly  adopted  a  different  and  wiser  course. 

Let  us  first  consider  secondary  measures  for  meeting 
the  situation,  and  then  the  principal  one,  i.e.,  re- 
coinage. 

The  first  step,  which  was  taken  as  early  as  February 
13,  1906,  was  to  again  put  into  oj)eration  the  order 
of  October  2,  1903,  prohibiting  the  exportation  of  the 
new  dollars.*  Such  a  measure  in  an  entrepM  of  foreign 
trade  like  the  Straits  Settlements,  with  a  small  customs 
service,  would  be  very  difficult  to  enforce  if  the  silver 
value  of  the  dollar  should  rise  appreciably  above 
bullion  par,  and  was  consequently  not  relied  upon  as 
an  important  factor  in  the  solution  of  the  problem. 

The  second  step  was  to  extend  to  other  money  the 
quality  of  unlimited  legal  tender.    British  sovereigns 

>  The  Acting  Treaourer  estimated  Uiat  the  melting  and  shipping  point  was  iff- 
per  oent  above  the  bullion  par;  this  he  considered  sufficient  to  cover  "  cost  of  trans- 
port (freight  and  insurance)  to  the  purchaser,  interest,  and  the  cost  of  melting  and 
refining  to  standard  bars."  Straits  Settlements  Financial  Report  and  Statements 
for  the  year  1906.  pp.  10-11. 

«  Cf.  E.  W.  Kemmerer,  A  Odd  Standard  for  the  Stimlts  SetUements,  11.  p.  OM 
and  note  8.    Op.  dt. 
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were  made  unlimited  legal  tender^  and  payable  in 
the  redemption  of  government  notes  at  the  rate  of 
28d.  to  the  dollar  after  November  23,  1906.  This 
action  was  taken  ''  mainly  with  the  object  of  enabling 
the  Currency  Conmiissioners  to  prevent  any  drain 
on  the  silver  reserve,  of  which  the  greater  part  was 
being  remitted  to  England  for  recoinage."  ^  Fifty 
cent  pieces  were  made  unlimited  legal  tender,  instead 
of  legal  tender  only  to  the  amoimt  of  two  dollars  as 
formerly.'  Being  unlimited  legal  tender  they  might 
be  paid  out  by  the  Government  in  redemption  of  its 
currency  notes.*  It  has  been  observed  that  the  fifty 
cent  piece  is  a  very  popular  coin  in  oriental  countries. 
It  has  a  gold  value  nearer  to  the  standard  monetary 
unit  of  most  European  countries  than  the  dollar,  and 
is  better  adapted  to  the  needs  of  poor  coimtries  than 
the  more  customary  oriental  unit  of  about  twice  its 
value.  Inasmuch  as  two  fifty  cent  pieces  contained 
about  lOi  per  cent  less  pure  silver*  than  the  dollar, 
they  would  circulate  imtil  silver  rose  proportionately 
above  the  melting  point  of  the  dollar.  Further, 
currency  notes  of  the  denomination  of  one  dollar  were 
printed  and  put  into  circulation.  They  were  made 
unlimited  legal  tender,   and  proved   very  popular.* 

1  Of.  Order  of  King  In  Council  dated  October  22,  1906,  and  order  of  Govemor- 
Qenerd  of  the  Stralte  Bettlementa  dated  November  20,  1906.  Thlrty-eeventh  Annual 
Beport  of  the  Deputy  Maoter  and  Comptroller  of  the  Mint.  1906,  pp.  104-105. 

t  Straits  Settlements  Annual  Report,  1906,  p.  6. 

•  An  order  to  this  effect  was  Issued  by  the  Govemor<aeneral  November  23,  1906, 
under  authority  of  an  Order  of  King  In  CouncU  dated  October  22,  1906. 

«  Ordlnanoe  zzvl  of  1906,  amending  sec  4,  par.  3,  of  "  The  Cunenoy  Note 
Ordinaaee,  1899." 

•  Tbsy  eontalned  419  grains  of  sUver  .800  fine  to  the  dollar. 

•  Straits  Settlements  Annual  Report.  1906,  p.  6. 
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Recainage 

The  fourth  and  most  important  step  was  that  of 
recoinage.  A  reduction  in  the  bullion  value  of  the 
coins  could  obviously  be  brought  about  by  (1)  a  reduc- 
tion in  fineness  of  the  coins,  leaving  the  weight  and 
size  unchanged,  (2)  a  reduction  in  the  weight,  leaving 
the  fineness  imchanged,  or  (3)  a  reduction  in  both 
weight  and  fineness  —  the  plan  adopted  by  the  Philip- 
pines. One  of  the  chief  advantages  of  tJie  first  plan 
was  the  fact  that  the  size  of  the  coins  would  be  un- 
changed and  the  appearance  only  slightly  altered 
and,  as  a  consequence,  the  difficulty  of  bringing  the 
new  coins  into  ready  acceptability  by  the  public 
would  be  minimized.  Against  this  plan  was  the  obvious 
objection  that  a  reduction  in  fineness  from  .900  to 
.800  reduced  the  bullion  value  of  the  coins  by  only 
11.1  per  cent,  and  afforded  too  small  a  margin  of 
safety  in  view  of  the  condition  and  prospects  of  the 
silver  market.  A  reduction  in  the  fineness  of  the  dollar 
much  below  .800  was  metallurgically  imdesirable. 
The  second  and  third  plan  made  possible  a  sufficient 
reduction  in  the  bullion  value  of  the  coins  to  provide 
any  mai^n  of  safety  desired,  but  only  at  the  expense 
of  endangering  the  acceptability  of  the  coins. 

It  appears  that  the  Government  wavered  between 
the  fiirst  and  second  plans.  In  October,  1906,  it  decided 
merely  to  reduce  the  fineness  of  the  dollar  from  .900 
to  .800,  leaving  the  weight  unchanged.^  For  some 
reason,  probably  the  great  advance  in  the  price  of  silver 
in  October  and  November  of  1906,  the  Government 
changed  its  plan  and  decided  upon  a  25  per  cent 

>  An  order  of  the  King  In  CounoU  dated  October  22, 1006,  provided  that  .800  ■houM 
be  substituted  for  .000  as  the  fineness  of  the  dollars  coined  after  such  date  as  may  be 
ibed  by  the  Goremor. 
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reduction  in  the  weight  of  the  dollar,  leaving  the 
fineness  unchanged;  and  a  25}  per  cent  reduction  m 
the  weight  of  the  fifty  cent  piece,  raising  the  fineness 
from  .800  to  .900.*  An  order  of  the  Bang  in  Council, 
dated  February  11,  1907,*  authorized  the  Governor 
to  fix  by  proclamation  the  weight  of  the  new  dollar 
at  three  hundred  and  twelve  grains  .900  fine,  and  that 
of  the  fifty  cent  piece  at  one  hundred  and  fifty-six 
grains  .900  fine.'  On  March  4, 1907,  Governor  Ander- 
son issued  two  proclamations  *  providing  that  the 
authorized  changes  in  the  dollar  and  the  fifty  cent 
piece  should  go  into  effect  at  once.  These  changes 
raised  the  bullion  par  of  the  dollar  from  a  London 
price  of  silver  of  SS^^d,  to  one  of  44ic2.  and  that 
of  the  half  dollar  from  37^d.  to  44id.  The  new 
bullion  par  gives  a  gold  ratio  of  21.3  to  1,  the  same 
as  that  of  the  recoined  Philippine  peso,  a  ratio  lower 
than  that  of  either  India  or  Japan. 

As  soon  as  the  recoinage  ordinance  was  issued, 
measures  were  taken  for  begiiming  the  work.  Large 
quantities  of  coin  on  hand  in  the  ciurency  note  reserve 
were  shipped  at  once  for  recoinage,  and  other  coins 
were  shipped  as  rapidly  as  they  could  be  conveniently 
withdrawn  from  circulation,  the  note  reserve  being 
used  as  a  continuing  fund  to  faciUtate  the  operation. 
During  the  fiscal  year  1907,  $10,767,500  of  the  new 

>  '*  Both  ihb  Chineae  Advisory  Board  and  the  Chineae  Chambers  of  Commeroe 
were  strongly  agaiost  any  reduotlon  In  the  fineness  of  the  dollar.  ..."  Straits  Settle- 
ments  Flnanelal  Report  and  Statements  for  the  year  1906,  p.  12. 

s  Of.  Thirty-seventh  Annual  Report  of  the  Deputy  Master  and  Comptroller  of  the 
Mint.  1906,  pp.  10&-108. 

>  This  order  In  oouneil  also  declared  that  "...  the  Governor  of  the  Colony  may 
al  any  time,  with  the  approval  of  the  Treasury  and  a  Secretary  of  State,  Issue  a  proo* 
lamatlon  fixing  for  the  subsidiary  coins  below  the  denomination  of  fifty-cents  .  .  . 
a  new  standard  of  weight  or  mllTeiiimal  fineness  or  both.  ..."    Ibid.,  pp.  106-107. 

*  TlkBse  are  given  In  Report  of  the  Dlx«otor  of  the  United  States  Mint,  1007, 
p^  107-100. 
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coins  were  received.  "  They  were  not  very  popular 
at  first  and  at  the  end  of  the  year,  $5)150,000  of  them 
were  remaining  in  the  hands  of  the  Currency  Commis- 
sioners. .  .  .  One  dollar  notes  are  to  some  extent 
taking  the  place  of  the  dollar."  ^ 

By  the  end  of  the  year  1909,  the  recoinage  of  dollars 
was  completed,  the  total  amount  received  being 
$19,006,872,  ''showing  a  surplus  of  $4,751,898  over 
the  amount  sent  for  reminting,"  ^  and  yielding  a  gross 
profit  of  33J  per  cent.  The  increased  supply  of 
coins  which  would  have  resulted  from  the  recoinage 
of  all  the  old  dollars  would  have  been  much  larger 
than  the  needs  of  the  coimtry;  and  accordingly 
$3,000,000  were  sold  as  bullion  in  1907  (in  addition  to 
$1,000,000  of  surplus  subsidiary  silver  including  $106,- 
000  in  fifty  cent  pieces),'  and  $12,778,213  in  1910. 
From  the  1910  sales  $9,363,070  was  realized,  showing 
a  loss  from  face  value  of  about  27  per  cent. 
The  net  profits  upon  the  recoinage  have  been  turned 
into  the  Gold  Standard  Reserve  Fund  (created  by 
sec.  73  of  Ordinance  I  of  1906)  and  the  Straits  have 
definitely  adopted  the  gold  exchange  standard,  selling 
sterling  exchange  on  demand  in  Singapore  on  London 
and    dollar   exchange   in    London   upon   Singapore.^ 

The  developments  which  led  the  British  authorities 
to  adopt  the  gold  exchange  standard  for  the  Straits 
Settlements  after  having  been  opposed  to  it  at  first,* 
and  the  mechanism  of  the  gold  exchange  standard 

>  StnltB  SettlementB  FLoandiJ  Report  muI  Stotements  for  the  yew  1907,  p.  7. 

«  Ibkl..  1909,  p.  6.  •  Ibid..  1907,  p.  8. 

«  Of.  Currenoy  Note  Ordinance  (jezvU  of  1906)  Amendment  Sees.  10-12.  Bs- 
ehance  operations  for  maintaining  the  gold  parity  of  the  euneney  were  begun  by  the 
Government  ae  early  ae  1906.  Straits  Settlements  Financial  R^KMt  and  Statementa 
for  the  year  1906,  p.  10. 

•  In  1906  the  writer  orltlclMd  the  Brttlah  authorities  for  refusing  to  adopt  the 
gold  ezofaange  standard  In  the  Straits  Settlements.  Cf.  A  Gold  Standard  for  the 
Straits  SetOements,  H.  pp.  67S-681. 


Digitized  by  VjOOQ  IC 


THE  RECENT  RISE  IN  THE  PRICE  OF  SILVER     261 

as  adopted,  offer  material  for  an  interesting  chapter 
in  monetary  history.  Such  a  chapter,  however,  does 
not  fall  within  the  province  of  this  paper.  It  will 
suffice  to  observe  that  the  190&-07  rise  in  the  price  of 
silver  which  resulted  in  the  recoinage  of  Straits  dollars 
and  made  possible  the  accumulation  of  a  substantial 
gold  reserve,  was  to  a  considerable  degree  responsible 
for  the  effective  inauguration  of  the  gold  exchange 
standard. 

Japan 

Japan,  unlike  the  other  countries  being  studied, 
had  completed  her  currency  reform  some  years  before, 
having  been  upon  a  gold  standard  since  1897.^  As 
in  these  other  countries,  however,  the  ratio  of  silver 
coins  with  gold  in  Japan  was  high.  The  only  silver 
coins  authorized  by  the  gold  standard  act  of  1897 
were  the  pieces  of  fifty  sen,  twenty  sen,  and  ten  sen, 
containing  332.75  grains  of  pure  silver  to  the  yen, 
and  being  .800  fine.  Inasmuch  as  the  new  unit  of 
value  was  the  gold  yen^  containing  11.574  grains  of 
pure  gold  (representing  approximately  the  value  of  the 
silver  standard  yen  at  that  time  in  circulation)  the 
legal  ratio  of  gold  to  silver  was  28.75  to  1,  and 
the  buUion  par  of  the  silver  coins  was  approximately 
SHid.  per  ounce  for  British  standard  silver.  For 
March,  1897,  the  month  in  which  the  Japanese  gold 
standard  act  was  passed,  the  average  price  of  silver 
was  29(2.,  and  the  tendency  was  strongly  downward. 
Under  these  circumstances  the  margin  of  11.3  per 
cent  in  March,  1897,  seemed  a  safe  one. 

^  An  hlstorie»I  sketch  of  Japaaese  ouzrenoy  wlU  be  found  In  the  Report  on  tlie 
Adoption  of  the  Gold  Standard  In  Japan.  Bjr  Count  Matsukata  Maaayoehl,  Toklo, 
1809,  eh.  1-lT. 

t  The  only  gaUd  coins  actually  coined  under  the  new  law  were  coins  of  twen^. 
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At  the  date  of  the  passage  of  the  gold  standard  act 
"  the  scarcity  of  subsidiary  money  was  being  felt 
eveiywhere."  *  This  fact,  coupled  with  (1)  the  de- 
mands of  a  rapidly  growing  trade,  (2)  the  provision 
of  law  for  the  withdrawal  from  circulation  of  the 
66,000,000  of  one  yen  convertible  notes  of  the  Bank 
of  Japan,  (3)  and  the  withdrawal  of  the  39,320,000 
yen  (estimated)  of  one  yen  silver  pieces,  resulted 
in  a  very  large  coinage  of  silver  subsidiary  money 
during  the  period  1897-1905,  —  a  coinage  amounting 
in  all  to  over  51,000,000  yen.*  In  1905,  there  were 
in  circulation  in  the  form  of  subsidiary  silver  pieces 
over  82,000,000  yen.« 

Japan  was  one  of  the  first  countries  to  recoin  her 
silver  money  in  response  to  the  rise  in  the  price  of 
silver.  The  "  high "  price  of  silver  for  February, 
1906,  gave  Japanese  silver  coins  a  margin  of  only 
about  six  per  cent  below  bullion  par.  To  Japan  the 
situation  was  especially  serious  because  silver  coins 
represented  such  an  important  part  of  the  coimtry's 
circulating  medium,  and  because  all  silver  coins  (ex- 
cept the  five  sen  piece  of  the  old  coinage)  were  of 
proportionate  weights  and  the  same  fineness,  so  that 
pieces  of  fifty,  twenty,  and  ten  sen  would  all  go  to  the 
melting  pot  at  about  ^  the  same  time. 

A  recoinage  law  was  passed  April  6,  1906,  to  take 
effect  Jime  1st.  It  reduced  the  fine  silver  content 
of  the  fifty  sen,  twenty  sen,  and  ten  sen  •  pieces  from 

^  Matmikate  MMayoehl,  Report  on  tlie  Adoption  of  tlie  Gold  StaadAid  In  Japan, 
p.  230.    op.  elt. 

I  Seventh  FlnanoUl  and  Economic  Annual  of  Japan,  1907,  p.  140. 

a  Ibid.,  p.  144. 

*  The  degree  of  abrasion  would  obviously  be  different  for  different  denomtnatkma, 
inasmuch  as  the  smaller  coins  offer  a  greater  surface  In  proportion  to  their  bulk  than 
the  larger  ones,  and  are  also  liable  to  receive  harder  usage. 

*  The  fineness  of  the  fifty  sen  and  twenty  sen  pieces  was  continued  at  .800;  that 
of  the  ten  sen  piece  was  reduced  to  .730  to  avoid  unduly  reducing  the  sise  of  the  coin. 
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332.75  grams  (to  the  yen)  to  250  grains,  a  reduction 
of  25  per  cent.  By  this  change  the  bullion  par  was 
raised  from  32iid.  per  ounce  to  43Hd,,  and  the  ratio 
with  gold  reduced  from  28.75  to  1  to  21.6  to  1. 
This  places  the  Japanese  ratio  also  below  that  of 
India,  which  is  21.9  to  1.  Recoinage  of  the  fifty  sen 
and  twenty  sen  pieces  was  begun  promptly,  and  over 
12,000,000  yen  in  coins  of  these  denominations  were 
minted  during  the  fiscal  year  ending  March  31,  1007. 
A  reduction  of  25  per  cent  in  the  fine  silver  con- 
tent of  the  82,000,000  yen  of  subsidiary  coins  in 
circulation  in  1906  would  mean  a  very  substantial 
profit  to  the  Government,  even  after  due  allowance  is 
made  for  all  expenses  incident  to  the  recoinage.  More 
recent  figures  upon  the  recoinage  are  not  yet  available. 

Mexico 

The  last  country  to  be  considered  is  Mexico.  While 
our  southern  neighbor  was  on  the  silver  standard  a 
pronoimced  rise  in  the  gold  price  of  silver  was  fre- 
quently a  signal  for  hard  times  because  of  the  depressing 
influence  of  a  rise  in  the  gold  exchanges  upon  Mexico's 
export  trade.  The  great  rise  in  the  price  of  silver 
during  the  period  1905-07,  however,  proved  a  boon 
to  Mexico.  It  raised  her  quickly  from  a  silver  standard 
to  a  gold  standard  with  an  abundance  of  gold;  enabling 
her  to  escape  the  long  and  painful  process  by  which 
India  raised  the  gold  value  of  the  rupee;  it  brought 
exceptional  prosperity  to  the  class  which  it  was  feared 
would  suffer  most  from  the  closing  of  the  mints  to  the 
free  coinage  of  silver,  i.  e.,  those  engaged  in  the  produc- 
tion of  silver;  it  gave  Mexico  a  substantial  gold  reserve; 
and  finally,  as  the  Mexican  economist.  Professor 
Enrique  Martinez  Sobral,  has  said,  it  enabled  Mexico 


Digitized  by  VjOOQ  IC 


264  QUARTERLY  JOURNAL  OP  ECONOMICS 

to  effect  its  monetary  reform,  in  large  part  at  least, 
at  the  expense  of  foreign  countries.^ 

After  a  thoro  study  of  the  subject  of  monetary 
reform  in  Mexico  and  a  masterly  report  *  by  the  Mexi- 
can Monetary  Commission  in  1903,  a  plan  for  placing 
Mexico  upon  the  gold  standard  was  adopted  in  the 
decree  of  March  25,  1905,  issued  under  authority  of 
the  enabling  act  of  December  9,  1904.* 

The  plan  (which  was  somewhat  similar  to  that 
adopted  by  India  in  1893)  called  for  the  raising  of  the 
dollar,  by  "relative  contraction"  of  the  currency, 
to  the  value  of  seventy-five  centigrams  of  pure  gold 
(the  equivalent  of  49.8  cents  United  States  money) 
and  for  the  ultimate  maintenance  of  a  fixed  par  with 
gold  by  means  of  the  gold  exchange  standard.  The 
existing  Mexican  dollar  was  to  be  continued  in  circula- 
tion as  unlimited  legal  tender  money,  but  its  free  coinage 
for  circulation  in  Mexico  was  to  be  discontinued. 
Upon  this  basis  the  ratio  with  gold  would  be  32.58 
to  1.  The  existing  subsidiary  coins,  which  had  been 
of  the  same  fineness  as  the  Mexican  dollar  and  of 
proportionate  weights,  were  to  be  withdrawn  from 
circulation  and  for  them  was  to  be  substituted  new 
subsidiary  coins  of  lighter  weights  (twenty-five  grams 
to  the  dollar)  and  of  lower  fineness  (.800  fine  instead 

1  Enrique  MaitlneB  SobnJ,  I*  Refonnft  Monetaria,  2d  ed.  Mexkoo:  Tiposnfia 
do  la  Oficina  ImpreBora  de  EitampUlaa,  1010.  p.  106. 

*  The  entire  report,  which  ia  in  Spaniah,  ia  publiehed  In  atz  quarto  volumea.  It 
la  a  mine  of  infonnatlon  upon  monetary  aubjecta  not  only  for  Mexico  but  for  other 
oountriea. 

The  Gk>mmlaBion*8  final  reoommendatlona  and  reporta.  an  explanatory  atatement 
by  the  Mlniater  of  Finance,  and  a  bill  aent  to  the  Mexioan  Consresa,  are  pubUahed 
in  Eadiah  in  the  Report  of  the  Commiaslon  on  International  Exohanse,  on  Gold 
Standard  in  International  Trade,  1004.  pp.  334H150. 

s  The  lawa  and  decreea  relaUve  to  the  reform  down  to  July  10. 1006,  are  publiahad 
in  a  pubUe  document  entitled  Leyee  y  Diapoaicionea  relatlvaa  a  la  Refonna  Monetaria, 
Mexloo.  1006. 
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of  .9027).*  This  reduction  of  the  fine  silver  content  of 
subsidiary  coins  to  18.2  per  cent  less  than  that  of  the 
dollar  —  a  reduction  made  primarily  to  prevent  the 
coins  from  being  exported*  —  later  proved  to  be  a 
measure  of  great  importance  in  carrying  out  the  cur- 
rency reform.' 

The  Mexican  currency  reform  was  inaugurated  later 
than  those  of  the  Philippines  and  the  Straits  Settle- 
ments, and  the  uncertainty  of  the  silver  market  seems 
to  have  been  more  fully  appreciated  by  the  Mexican 
Government  than  by  the  others.  Frequent  references 
are  found  in  the  Monetary  Commission's  Report  to 
the  danger  that  silver  may  rise  to  such  an  extent  as 
to  put  the  silver  coins  in  danger  of  exportation  or  of 
the  melting  pot,  and  a  plan  of  action  was  early  decided 
upon  to  meet  such  a  contingency.  With  reference 
to  the  question  as  to  what  ratio  between  gold  and 
silver  should  be  adopted  for  Mexico's  new  currency, 
the  Commission  said  in  its  final  report:  * 

The  fourth  sub-committee,  taking  as  a  base  the  average  gold 
price  of  the  white  metal  from  1893  to  1902,  has  urged,  with  abun- 
dance of  sound  reasons,  the  expedience  of  adopting  a  ratio  that 
shall  not  be  less  than  1  to  36  nor  more  than  1  to  32.  This  view 
was  combatted  by  no  one  except  Mr.  Jos^  de  Landero  y  Cos, 
who  expressed  the  belief  that  even  the  latter  of  the  two  ratios 
did  not  leave  a  sufficient  margin  to  insure  the  maintenance  of  the 
new  coin  at  a  higher  value  than  its  mere  bullion  value,  because 
the  rise  of  silver  during  the  closing  months  of  the  present  year, 
a  rise  characterized  by  unaccustomed  finnness,  showed  indications 
not  only  of  being  sustained,  but  even  of  being  accentuated,  until 

>  Act  of  Manh  25, 1906,  oh.  i,  art.  6.    n^ld.,  pp.  45-46. 

*  Of.  Report  of  JocMiuln  D.  CaaasiuB  and  M.  Femandes  Leal  to  fifth  subHsommittee 
of  the  Mexican  Monetary  Commladon;  alao  the  reoommendatlonB  of  the  Commlaslon 
ttaelf  upon  this  subject,  Comleion  Monetaria,  Aotaa  de  iaa  Juntas  Generales  y  Doou- 
mentos  a  ellas  Anezoa,  Mexico,  1004,  pp.  16&-200. 

>  Infra,  p.  267. 

*  Quoted  from  EngUah  translation  in  Report  of  Commissloa  on  International 
Enhance,  on  Gold  Standard  in  IntemaUonal  Trade,  1904,  p.  410. 
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the  relationship  between  gold  and  silver  should  i^proach,  or  per- 
haps even  attain,  the  ratio  of  1  to  32.  .  .  .  Considering  .  .  . 
that  the  enhanced  value  ascribed  to  the  new  coin  ought  not 
greatly  to  exceed  the  bullion  value  of  that  coin,  based  on  the 
average  of  the  last  ten  years,  ...  we  resolved  to  adopt  the  for- 
mula ...  by  virtue  of  which  the  gold  value  of  the  new  dollar 
will  be  fixed  on  the  basis  of  the  average  gold  price  of  the  Mexican 
dollar  in  the  last  ten  years  plus  an  addition  not  to  exceed  ten  per 
cent. 

Referring  to  the  question  as  to  what  ought  to  be 
done  in  case,  subsequently  to  the  adoption  of  the 
monetary  reform,  the  gold  price  of  silver  were  to  rise 
to  a  point  at  which  the  bullion  value  of  the  new  dollar 
should  become  equal  to,  or  even  exceed,  legal  parity, 
the  Commission  said:  ^ 

Such  a  contingency  cannot  be  r^arded  as  impossible  if  one  con- 
siders the  surprises  which  the  constant  fluctuations  of  silver  have 
had  in  store  even  for  the  most  farseeing  and  well  informed  pei^ 
sons.  To  meet  such  a  contingency  there  would  only  be  two  courses : 
Either  to  alter  ...  the  legal  parity  adopted  when  the  reform 
was  enacted,  or  to  go,  fully  and  openly,  on  the  gold  basis  with  gold 
in  circulation;  and  inasmuch  as  the  drawbacks  and  disastrous 
consequences  of  the  former  course  were  obvious,  the  latter  was 
adopted  without  hesitation  or  difference  of  opinion,  and  in  con- 
sequence was  embodied  in  the  twelfth  base  of  the  plan  of  reform. 

This  base  recommends  that  under  such  a  contingency 
steps  should  be  immediately  taken  "  to  demonetize 
the  silver  dollar  and  to  introduce  the  gold  standard, 
with  free  coinage  and  use  of  the  yellow  metal  as  a 
medium  of  circulation."  * 

About  eleven  months  later  Finance  Minister  Liman- 
tour  in  submitting  to  Congress  the  draft  of  a  bill  for 
stabilizing  the  gold  value  of  the  Mexican  dollar  said: ' 

For  months  past  the  exchange  value  of  our  dollar  on  New  York 
has  been  46  cents  to  47  cents  gold,  in  spite  of  the  fact  that 
the  price  of  silver  in  ban  has  been  relatively  lower.    As,  however, 

1  Ibid.,  p.  417.  «  TbUL,  p.  422.  >  n>id.,  p.  443. 
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the  tendency  of  the  white  metal  does  not  afford  any  prospect 
of  considerable  improvement  (for  neither  is  production  likely  to 
be  curtailed  nor  the  demand  suddenly  to  increase  to  any  extent) 
it  would  seem,  as  far  as  foresight  can  go  in  these  difficult  and 
obscure  problems,  that  the  margin  between  the  commercial  value 
of  the  metal  contained  in  the  dollar  and  the  gold  value  which 
it  is  intended  to  give  to  our  monetary  imit,  is  sufficiently  broad 
to  dispel  any  fear,  at  any  rate  for  some  time  to  come,  of  the  serious 
inconvenience  that  woidd  be  occasioned  by  the  rise  in  the  price 
of  silver  above  legal  parity,  and  yet  is  not  so  broad  as  to  inspire 
doubt  as  to  the  ability  of  the  silver  dollar  to  attain  parity  with 
gold  without  serious  d^culty  by  the  policy  of  relative  contraction 
of  the  currency. 

As  a  special  precaution,  however,  the  bill  proposed 
by  the  Finance  Minister,  and  which  later  became 
law,*  gave  the  Executive  authority  "  to  permit  the 
legal  circulation,  for  a  limited  period,  of  the  gold  coin 
of  other  nations  "  and  to  fix  their  value  in  terms  of 
Mexican  coin,  in  case  the  price  of  silver  in  London 
should  go  above  28id.  per  ounce  —  the  legal  parity 
was  28H.  It  also  gave  the  Executive  power  "  to 
modify  civil  and  mercantile  legislation  in  all  matters 
connected  with  prestations  and  payments  of  money." 

How  incorrect  the  prophesies  of  Finance  Minister 
Limantour  were  will  be  seen  from  the  figures  with 
reference  to  silver  on  the  following  page. 

As  early  as  August,  1905,  silver  reached  a  point 
within  0.6  per  cent  of  bullion  par;  on  October  21st 
it  reached  bullion  par,  and  for  the  month  of  November 
it  averaged  1.9  per  cent  above  bullion  par,  reaching 
in  that  month  a  maximiun  of  4.8  per  cent  above. 
For  every  month  during  1906  and  every  month  during 
1907  down  to  October  the  price  of  silver  averaged 
well  above  bullion  par,  the  average  margin  reaching 
13  per  cent  for  November,  1906,  and  the  maximum 
margin  reaching  14.5  per  cent  for  the  same  month. 

*  Lsw  of  December  0,  1904.    Leyes  y  DlqxMloloDes,  eto.,  pp.  39-41.    Op.  dt. 
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Percentage  Margin  of  Highest  and  Average  Price  of  Silver 
IN  London  Above  (or  Below)  Bxtllion  Par  of  Mexican 
Dollar 


1906 

1905 

1906 

1906 

1907 

1907 

Month 

Highest 

Average 

Highest 

Average 

Highest 

Average 

January  .... 

i.g* 

3.4* 

4.6 

4.1 

12.2 

9.9 

February     .   .   . 

2.1* 

3.0* 

6.6 

5.3 

11.1 

10.1 

March     .   .    .    . 

4.2* 

7.4* 

5.2 

3.3 

10.9 

8.2 

April 

7.g* 

9.6* 

5.7 

3.6 

5.5 

4.7 

May        .   .    .    . 

5.6* 

7.8* 

8.5 

7.1 

7.6 

5.4 

June 

6.2* 

6.9* 

7.6 

4.5 

7.4 

6.8 

July 

6.6* 

6.2* 

5.2 

4.2 

10.4 

8.5 

August    .... 

0.6* 

3.2* 

7.0 

5.5 

11.5 

9.5 

September      .    . 

0.6* 

1.4* 

9.8 

8.9 

9.1 

8.1 

October       .    .    . 

0.0 

1.0* 

12.6 

11.2 

6.8 

0.2* 

November  .   .   . 

4.8 

1.9 

14.5 

13.0 

3.0* 

6.1* 

December  .    .   . 

4.8 

3.7 

12.0 

10.7 

7.5* 

9.4* 

Year 

4.8 

3.8* 

14.5 

6.8 

12.2 

4.9 

*  Below. 

With  the  high  profits  realizable  from  exporting 
the  dollar  which  such  figures  suggest,  one  would  expect 
bullion  dealers  everjrwhere  to  collect  dollars  and  to 
export  them  in  large  quantities.  To  prevent  this, 
the  Commission  on  Exchange  and  Money  ^  (Comision 
de  Cambios  y  Moneda)  wisely  undertook  to  keep  in 
its  own  control  the  matter  of  exporting  dollars.  Its 
problem  and  how  it  was  solved  may  best  be  told  in 
the  words  of  its  own  admirable  report:* 

^  This  \b  an  honorary  oommiBslon  consisting  of  ten  men  indadlng  the  Secretary  of 
the  Treasury.  It  was  created  by  the  act  of  April  3,  1905.  and  given  wide  powers  with 
reference  to  the  administration  of  currency  matters.  Among  Its  principal  duties  was 
the  administration  of  the  "  ReguUtor  Fund  "  (Fondo  Regulador  de  la  Qroulatton 
Monetarla),  constituted  by  the  act  of  March  25,  1905,  with  an  Initial  appropriation 
of  ten  million  dollars  the  fxmdamental  object  of  which  was  "  to  fadiltate  the  adaptation 
of  the  monetary  ctrcul^on,  with  reference  to  the  quantity  of  money,  to  the  require- 
ments of  a  stable  exchange  with  foreign  countries."  Leyes  y  Di^posldones.  etc,  pp. 
53  fr..  and  93-105.    Op.  dt. 

>  Memorla  de  la  Comision  de  Cambios  y  Moneda,  que  Comprende  el  Periodo 
Transcunrldo  de  lo  de  Mayo  de  1905,  i  30  de  Junio  de  1909.  Mexico,  1909,  pp. 
12-14. 
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The  Commission  immediately  decided  to  take  advantage  of  such 
a  favorable  conjuncture  to  undertake  the  task  of  demonetizing 
the  Mexican  peso,  converting  into  gold  the  silver  which  it  con- 
tained. .  .  .  In  order  to  accomplish  this  end  it  would  be  necessary 
to  proceed  very  rapidly,  since  it  was  impossible  to  predict  how 
long  the  advance  in  silver  would  continue;  and  at  the  same  time 
with  great  caution,  since  it  is  known  that  the  silver  market  is 
exceedingly  sensitive,  and  the  offer  of  silver  even  by  a  very  small 
amount  in  excess  of  the  demands  of  the  day  is  sufficient  to  depress 
the  market  to  a  considerable  degree.  Without  precipitation, 
therefore,  but  with  inviolable  finnness,  following  the  fluctuations 
of  the  market  closely  and  with  anxious  interest,  the  Commission 
began  to  realize  upon  the  pesos  which  it  held  in  the  Regulator 
Fund.  When  it  had  disposed  of  these  at  remunerative  prices, 
which  happened  soon,  it  made  an  arrangement  with  the  banks 
according  to  which  they  undertook  to  turn  over  to  the  Commission 
their  cash  balances  of  pesos  upon  condition  that  they  should  realize 
upon  them  in  London  without  loss,  notwithstanding  the  great 
diversity  of  places  in  which  the  money  was  gathered. 

It  was  the  invariable  rule  of  the  Commission  in  the  numerous 
operations  of  this  kind  which  it  undertook,  to  turn  over  all  or 
nearly  all  the  margin  of  profit  which  it  realized  to  the  banks  which 
furnished  the  pesos  for  exportation,  since  it  appeared  that  by 
proceeding  in  this  way  it  not  only  complied  with  the  demands  of 
justice  but  best  accomplished  the  purpose  for  which  the  Commission 
was  created.  That  purpose  was  not  to  secure  profit,  but  to  con- 
tribute to  the  establishment  and  maintenance  of  the  monetary 
circulation  of  the  Republic  upon  sound  and  stable  bases. 

Another  object  pursued  at  the  same  time  by  the  Commission 
in  its  conduct  of  this  affair  was  to  prevent  banks  and  individuals 
from  becoming  interested  in  undertaking  directly  operations  for 
the  exportation  of  pesos.  To  this  end  the  services  of  the  Com- 
mission were  made  essentially  gratuitous.  Thus  the  Commission 
prevented  disturbances  in  the  silver  market  which  without  doubt 
would  have  taken  place  if  the  offerings  of  Mexico  had  been  multi- 
plied in  a  disorderly  manner  and  had  not  been  turned  into  one 
channel,  attention  always  being  given  to  the  circimistances  of 
the  moment.  The  Conmiission  furthermore  enjoyed  facilities 
for  conducting  the  business  quickly,  effectively,  and  cheaply, 
which  were  not  available  to  all  exporters. 

In  this  manner  the  Commission  exported  from  November  17, 
1905,  to  September  24,  1907,  the  unportant  sum  of  $60,727,500 
from  which  it  was  able  to  realize  upon  all  but  $2,710,000.^ 

>  Before  thli  latter  iiim  eould  be  reeUied  upon,  tlie  price  of  silver  declined  so  far 
that  It  became  deiirable  for  the  Commlwilon  to  have  tbe  colxia  returned  to  Mexico. 
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Notwithstanding  all  the  efforts,  which  have  been  alluded  to, 
for  conserving  the  Commission's  control  over  the  exportation  of 
pesos,  it  continually  feared  that  a  time  would  arrive  when  its  con- 
trol would  disappear,  because  it  was  certain  that  if  the  high  price 
of  silver  should  persist,  the  spirit  of  gain  and  of  speculation  would 
induce  many  to  undertake  operations  on  their  own  account.  The 
danger  then  would  consist  not  only  in  the  disturbances  which  would 
thereby  be  caused  in  the  market  for  the  purchase  of  silver,  but 
also  in  the  rapid  retirement  from  circulation  in  the  Republic  of 
large  sums  of  pesos,  thus  producing  quickly  a  dangerous  contraction 
in  the  currency  .  .  .  since  individuals  would  not  find  it  to  their 
interest  to  follow  the  invariable  practice  of  the  Commission  of 
returning  to  the  circulation  in  the  form  of  gold  the  equivalent 
of  the  silver  coins  withdrawn. 

When  in  October  and  November,  1906,  the  price 
of  silver  rose  to  an  average  of  11.2  per  cent  and  13.0  per 
cent,  respectively,  above  bullion  par,  the  exportation 
of  silver  pesos  became  so  profitable  "  that  commercial 
people  of  every  class  and  persons  not  engaged  in  com- 
merce undertook  their  exportation."  ^  Figures  cited 
by  the  Commission  tend  to  show  that  nearly  sixteen 
million  pesos  were  exported  by  private  parties  prior 
to  November  19,  1906.* 

Now  we  find  Mexico's  currency  problem  reversed. 
It  is  no  longer  the  problem  of  creating  a  scarcity  of 
money  so  as  to  raise  the  value  of  the  peso  to  the  gold 
par  of  seventy-five  centigrams  of  pure  gold,  but  the 
problem  of  preventing  a  ciurency  scarcity  and  of 
keeping  the  peso  down  to  the  gold  par  for  purposes 
of  circulation.  On  every  side  fears  were  expressed 
lest  the  coimtry  would  be  denuded  of  its  ciurency 
supply.  The  situation  was  made  more  serious  by  the 
facts  that  (1)  at  the  time  the  pesos  were  being  exported 
subsidiary  coins  were  being  withdrawn  from  circulation 
and  recoined,  also  minor  coins  of  nickel  and  copper; 

1  Wenflr  Hecemuui,  Modkm  Ubergaag  lur  Goldwihninc.  StuMcait,  J.  Q.  Got- 
te'Mhe  Buohh.  Naohf.,  1906.  pp.  173-174. 

s  Memozia  de  la  GomlBlon.  eto..  p.  15.    Op.  dt. 
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(2)  there  were  in  force  strict  limitations  upon  additional 
issues  of  bank  notes  which  had  been  imposed  to  pre- 
vent an  increase  of  bank  note  circulation  from  inter- 
fering with  the  "  relative  contraction  of  the  currency."  * 

How  was  the  emergency  met  ?  It  will  be  recalled 
that  Mexico's  currency  legislation  placed  very  wide 
discretionary  powers  in  the  hands  of  the  administration, 
and  that  these  powers  were  placed  largely  in  the 
Commission  on  Exchange  and  Money,  subject  to  the 
approval  of  the  Finance  Minister.  This  wide  dis- 
cretion now  became  very  useful  and  was  wisely  exer- 
cised. 

On  November  19,  1906,  a  ten  per  cent  duty  was 
imposed  upon  the  face  value  of  silver  coins  exported; 
with  the  proviso  that  exporters  would  be  exempted 
from  the  tax  if  within  thirty  days  of  the  date  of  ship- 
ment they  should  turn  over  to  the  Commission  for 
gratuitous  coinage  gold  bars  or  foreign  gold  coins  equiv- 
alent in  value  at  the  legal  parity  to  the  pesos  exported. 
There  was  exported,  in  accordance  with  the  provisions 
of  this  law,  down  to  the  close  of  the  fiscal  year  1907-08, 
P8,264,447,*  which  added  to  the  net  exportations  made 
by  the  Commission  for  which  gold  was  returned,  total 
over  P66,000,000.» 

The  next  step  was  to  make  every  eflfort  to  expedite 
the  coinage  of  all  new  kinds  of  Mexican  money,  gold, 
silver,  nickel,  and  copper.  To  this  end  not  only  was 
the  Mexican  mint  worked  to  its  full  capacity,  but  the 
mints  of  other  countries*  were  also  employed  imder 

>  Sobnd,  La  Rafonna  Monetarto,  etc.,  p.  179.    Op.  elt. 

>  Memorla,  eto.t  p.  14. 

•  On  June  80,  1909.  It  was  offieiaUy  erttmated  that  there  was  etai  In  Mexico  about 
twenty  million  of  the  old  silver  pesos,  out  of  a  total  metalllo  monetary  stock  of  147,- 
960,242  pesos.  IbkL,  p.  17. 

*  The  forelcn  mints  employed  were  those  of  Birmingham,  Rngland;  Philadelphia 
(which  coined  90,000,000  pesos  of  gold  coin).  New  Orleans,  DeuTer,  and  San  Frandsoo. 
Detailed  figures  for  the  coinage  win  be  found  in  Memorla,  etc..  Appendix  No.  7. 
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the  supervision  of  representatives  of  the  Mexican 
Government.  The  amount  coined  at  foreign  mints 
was  P41,610,123  and  at  the  Mexican  mint  was 
86,345,647,  making  a  total  coinage  down  to  Jmie  30, 
1909,  of  127,955,770  and  representing  86.5  per  cent 
of  the  total  metallic  money  of  the  coimtry.  To  take 
the  place  of  the  pesos  which  were  being  exported  the 
Government  coined  a  large  number  of  fifty  cent  pieces,* 
which  were  highly  popular  coins  and  not  of  suflBcient 
bullion  value  to  be  exportable. 

Two  measures  adopted  in  1905,  before  the  rise  in 
the  price  of  silver  had  resulted  in  the  exportation 
of  much  silver  coin,  proved  helpful  in  the  effort  to 
provide  promptly  an  adequate  gold  circulation. 

The  first  was  an  act  to  encourage  the  keeping  of 
domestically  produced  gold  at  home.  Mexico  is  an 
important  gold  producing  coimtry  (ranking  only  after 
South  Africa,  the  United  States,  and  Russia  in  1908), 
and  fortunately  her  product  was  increasing  at  the 
time  the  monetary  reform  was  being  effected.*  An 
act  of  June  19,  1905,  reduced  the  stamp  tax  upon  the 
value  of  bars  of  gold  (as  well  as  of  silver)  refined,  to 
a  fineness  of  .999  or  more,  from  2J  per  cent  to 
li  per  cent.'  It  is  interesting  to  note  that  domestic 
gold  to  the  value  of  over  fifty-two  million  pesos  was 
piu^chased  by  the  Commission  in  the  form  of  bars 
down  to  the  close  of  the  fiscal  year  1909.* 

The  second  measure  was  the  adoption  of  the  tem- 
porary expedient  of  issuing  gold  certificates  against 
gold  bullion  in  process  of  coinage.    These  certificates 

I  Out  of  »  total  new  allver  coinage  of  P42.728,543,  P36,830.610,  or  02.8  per  cent 
oonatoted  of  fifty  cent  pieces.    Idem. 

>  According  to  the  eetlmatee  of  the  Director  of  tlie  United  States  Mint  Meztoo's 
annual  gold  product  in  terms  of  United  States  money  at  this  time  was  as  follows: 
1005,  $16,107,100;  1906.  $18,634,700;  1907,  $18,681,100:  and  1906,  $22,371,200. 

*  Cf.  Memorla,  etc.,  p.  20.  «  Ibid..  Appendix  9. 
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were  authorized  in  the  decree  of  December  22,  1905,* 
and  their  principal  characteristics  are  well  summarized 
by  Sobral  *  as  follows:  — 

The  certificates  were  issuable  "in  exchange  for  gold  bars  or 
foreign  gold  coin  received  for  coinage,  or  in  exchange  for  silver 
pesos  received  for  sale  the  proceeds  of  which  were  to  be  turned 
into  gold.  They  were  payable  to  bearer  at  sight  but  at  the  re- 
quest of  the  interested  parties  might  be  made  payable  to  order. 
Certificates  were  issued  in  denominations  of  a  l^ousand  pesos  or 
multiples  thereof,  except  when  they  were  made  payable  to  order; 
but  in  no  case  in  denominations  of  less  than  a  thousand  pesos. 
They  were  redeemable  on  demand,  the  Commission  having  the 
option  to  redeem  in  Mexican  gold  coin  or  in  foreign  gold  coin;' 
and  the  Commission  kept  a  deposit  in  gold  bars  as  a  guaranty 
fund.  Banks  were  authorized  to  count  certificates  as  part  of 
their  reserves."  Altho  legally  free  coinage  of  gold  did  not  exist/ 
this  issue  of  certificates  in  exchange  for  gold  bullion  amounted 
to  nearly  the  same  thing;  and  as  a  matter  of  fact  all  gold  presented 
was  freely  coined  by  the  Commission.* 

This  was  the  mechanism  by  which  the  great  but 
temporary  rise  in  the  price  of  silver  during  1905-07 
carried  Mexico  quickly  to  the  gold  standard,  yielded 

1  "  In  aooordanoe  with  ihb  wording  of  the  decree  the  Commloalon  must  at  all  times 
keep  In  the  National  Bank  sold  to  the  amount  of  the  gold  oertlfioates  issued.  This 
It  could  do  by  means  of  the  money  In  the  Regulator  Fund.  Doubtless  the  Commission 
felt  secure  against  a  crisis,  since  the  amount  of  the  certificates  Issued  was  already  held 
In  the  form  of  United  States  gold  coin,  and  the  Ezeoutlve  had  authority  from  the 
gdd  standard  act  to  make  foreign  gold  money  legal  tender  at  any  time.  For  national 
nasons  It  was  dedded  not  to  adopt  such  a  course  unless  necessary.  (Of.  Memorla, 
etc,  p.  16.)  In  case  of  the  sudden  presentation  of  gold  certificates,  however,  redemp- 
tion might  be  made  In  gold  coin  of  the  neighboring  Republic,  which  enjoyed  a  good 
reputation  In  Mexico,  and  which,  if  made  a  legal  means  of  payment,  could  be  sub- 
stituted for  the  new  Mexican  peso,  since  the  American  dollar  was  worth  almost  exactly 
two  Mexican  pesos."  Werner  Hegemann,  Mexikos  tjbergang  sur  Goldwihrung, 
pp.  172-173.    Op.  dt. 

1  In  this  respect  as  In  most  others  the  Executive  was  given  wide  discretion  — 
much  wider  than  would  be  poUUcally  possible  In  the  United  States.  The  act  of  Mareh 
2ft,  1005,  (ch.  U,  art.  0)  declared:  '*  The  privilege  of  coining  money  belongs  exclusively 
to  the  Executive  of  the  Union,  who  shall  exercise  It  In  conformity  to  law  and  pubUc 
Interest,  coining  such  quantities  as  they  require.  The  right  of  Individuals  of  bringing 
gokL  and  silver  to  the  mints  for  coinage  is  discontinued." 

•  Sobral,  p.  122. 

•  Leycs  y  Diqjwalclones.  etc..  pp.  177-172. 

•  La  Bafonna  Monetaria,  ete.,  pp.  121-122.    Op.  dt. 
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a  net  profit  of  F8,000,000,^  solved  the  vexed  problem 
of  a  gold  reserve,  eliminated  the  necessity  of  the  gold 
exchange  standard,  and  transferred  the  country's  stock 
of  metallic  money  in  a  little  over  three  years'  time  from 
one  consisting  almost  entirely  of  silver  coins  to  one  in 
which  F83,000,000«  out  of  a  total  of  F148,000,000 
was  gold  and  in  which  F128,000,000  represented  new 
coins.' 

E.  W.  Keioibrer. 

GOBNSLL  UnIYSBSITT. 

>  Memoria,  etc.,  Ap.  p.  11.  *  IbidM  Ap.  p.  14-16. 

«  Ibld..Ap.p.  7. 
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THE  BRITISH  NATIONAL  INSURANCE  ACT^ 

SUMMARY 
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The  minimum  wage  principle  and  its  effects,  310.  —  The  moral  potency 
of  risk  and  insurance,  311. 

I.    General  Significance 

Probably  no  other  act  of  social  legislation  yet 
passed  by  the  British  Parliament,  except  the  act  for 
compulsory  education,  has  promised  such  general 
and  far-reaching  consequences  as  the  act  of  December 
16th  last.  No  other  act,  except  the  cognate  Old  Age 
Pensions  Act  of  1908,  has  provided  so  prodigally  for 
a  taxpayers'  gift  to  the  poor  as  a  class.  And  no  other 
recent  act,  except  the  still  young  Workmen's  Com- 
pensation Act,  has  broken  so  widely  into  the  con- 
tractual relations  of  employer  and  employee.  To  the 
act  of  1911  the  stride  has  been  great  from  the  days, 
a  century  ago,  when  output  and  industrial  organiza- 
tion were  held  chiefly  precious  by  the  legislators  and 

^  The  bUl  and  the  mot,  and  the  bill  as  amended  in  the  stages  of  its  progress  in 
Parliament,  are  published.  Besides  the  other  official  papers  referred  to  below,  mention 
may  be  made  of  the  "  Copy  of  Memorandum  explanatory  of  the  Bill  *'  and  "  Replies  to 
letters  addressed  to  the  Chancellor  of  the  Exchequer."  1911  (ed.  5733). 
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when  the  humble  children's  bill  had  to  beg  its  way 
into  enactment.  In  1911  the  safeguarding  of  industry 
has  been  sought  only  indirectly  by  insistence  upon 
safeguarding  the  "  working  "  classes. 

Opposition  to  the  bill  at  no  time  menaced  its  enact- 
ment. Little  had  greeted  its  introduction.  EoiLsome 
reason  the  nation  had  lost  fear,  by  1911,  that  such 
^  an  act  as  this,  based  on  alien  principles  and  proposmg 
J  large  changes,  could  really  bring  hurt.  Yet  the  years 
are  quickly  counted  since  students  of  the  British 
system  of  workmen's  providence  were  telling  the 
world  that  compulsory  insurance  was  not  necessary 
nor  desired  by  the  people.  The  reason  for  the  appa- 
rently general  change  of  mind  may  lie  in  the  discovery 
that  previous  radical  measures  had  not  brought  ca- 
lamity. The  struggle  had  been  hardest  to  get  the 
first  reform,  an  experimental  workmen's  compensation 
act.  So  it  had  been  in  Grermany:  the  first  insurance 
bill  was  longest  in  finding  favor;  the  quick  acceptance 
of  the  second  and  third  acts  matches  the  rapid  suc- 
cession in  England  of  the  Old  Age  Pensions,  Labor 
Exchanges,  and  National  Insurance  acts.  A  new 
social  epoch  appears  to  have  been  thus  suddenly 
introduced  in  both  countries. 

Since  the  bill  was  not  a  party  measure,  opposition 
bore  mainly  on  particulars.  The  press  was  generally 
favorable.  An  exception  was  the  SpectatoTy  which 
after  recommending  a  year  earlier  ^  an  act  similar,  as 
regards  sickness,  to  the  bill  of  Lloyd  George,  carried 
on  a  bitter  campaign  against  its  provisions.  Socialist 
organs  also,  like  the  New  Age,  opposed  the  bill.  In 
Parliament  and  generally,  the  socialists  asked  for  a 
more  liberal  measure.  The  Labor  Party  supported 
the  bill.    On  one  or  two  occasions  fierce  attacks  were 

t  May  21, 1910.  p.  885. 
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made  by  Irish  members,  but  without  the  concurrence 
of  the  Irish  majority.  The  Conservatives  were  artful. 
Their  attitude  at  the  end  (in  connection  with  a  "  rea- 
soned "  amendment)  gave  them  an  outlet  for  sajring 
in  the  futiure,  if  the  bill  was  liked,  that  they  had 
helped  enact  it;  if  it  was  not  liked,  that  they  had 
not  favored  its  terms.* 

Mr.  Lloyd  George  at  first  ui^ed  enactment  by  the 
summer  session.  That  would  have  been  over-hasty. 
Even  in  December  critics  urged  that  many  changes 
had  not  been  debated  at  all.  The  Chancellor's  de- 
fence was  that  the  guillotine  is  necessary  for  minor 
clauses,  and  that  ample  discussion  had  been  devoted 
to  principal  naatters. 

As  will  appear  below,  the  connection  of  Germany 
with  the  new  act  in  England  is  far  from  incidental 
or  nugatory.  In  introducing  his  bill  on  May  4th,  Mr. 
Lloyd  George  thanked  the  German  authorities  for 
their  aid  and  repeatedly  referred  to  how  a  point  was 
managed  "  in  Germany."  So  evidently  are  many  of 
the  provisions  of  the  scheme,  respecting  both  sickness 
and  unemplojrment,  —  the  latter  has  no  German 
counterpart  —  suggested  by  provisions  of  the  German 
scheme  that  the  English  act  becomes  a  tribute  to  the 
excellence  of  its  prototype.*  The  real  significance  of 
the  imitation  is  plainer  when  one  considers  the  sen- 
sitive political  relations  of  the  two  countries.  France 
in  a  similar  relation  had,  less  than  two  years  before, 
imitated  the  German  old  age  law. 

That  a  grave  social  situation  needed  correction 
in  England  the  nation  had  for  years  been  aware.    For 

>  TbB  poaition  of  the  parties  it  clearly  stated  in  the  Naiion  (London)  for  Ootober 
81;  pp.  117-118.    Later  changes  of  attitude  were  insignificant. 

'  Gf.  the  official  papers:  Copy  of  Memorandum  on  Sickness  and  InraUdity  In- 
■umaos  in  Germany  (od.  5678)  and  Copy  of  Memorandum  containing  the  opinions 
of  varloas  Authorities  [*'  leading  companiw  and  firms  "]  in  Gemumy.  1911  (od.  6879). 
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more  than  two  decades  a  long  series  of  public  and 
private  writings  described  a  newly  important  cause 
of  poverty  in  unemployment.  In  1885  and  1886  the 
reports  of  the  Royal  Commission  on  Depression  of 
Trade  and  Industry;  in  1891-94  the  reports  of  the 
Royal  Commission  on  Labor;  in  1895  the  Select 
Committee  reports  on  Distress  from  Want  of  Em- 
ployment; in  1904  the  Board  of  Trade  description  of 
Fluctuations  in  Employment;  the  reports  presently 
of  the  Distress  Committees  set  up  by  the  "  Unemployed 
Workmen  Act  of  1905,"  heaping  up  evidence  that  tJiat 
act  scarcely  touched  the  great  problem;  finally  in  1909 
the  reports,  majority  and  minority,  of  the  Poor  Law 
Commission  of  1906,  testifying  in  agreement  to  the 
seriousness  of  the  problem,  asking  for  labor  exchanges 
and  insurance,  —  all  these  were  symptoms  of  concern. 
So  too  were  the  series  of  books  by  Hobson,  Drage, 
Alden,  Chapman,  Dearie,  Schloss,  and  —  best  of  all 
—  Beveridge,  to  name  only  a  few. 

The  problem  of  sickness  was  older.  But  the  number 
and  activity  of  doctors,  statistics  of  deaths  and  re- 
ported diseases,  institutional  treatment,  and  the  in- 
surance of  friendly  societies  and  trade  unions  had 
made  its  dimensions,  or  at  least  its  importance,  obvious. 
Government  inquiry  on  the  subject  was  more  special- 
ized —  dealing  with  "  physical  deterioration,"  tuber- 
culosis, etc.  Yet  the  Poor  Law  Commission  urged 
anew  in  1909  the  intimacy  of  the  general  connection 
of  sickness  and  poverty.^  The  majority  commissioners 
cited  evidence,  for  example,  that  of  4000  poor  consump- 
tives, sixty  per  cent  were  poor  because  consumptive.* 
The  first  sanitary  legislation  in  England  for  the  pre- 
vention of  disease  had  been  obtained,  be  it  noted  in 
passing,  by  earlier  poor  law  conmiissioners. 

1  Cf.  maiority  report,  pp.  235-302;  minority,  pp.  840-890. 
'  Ibid.,  pp.  288-280. 
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It  is  worth  while  to  examine  the  main  provisions 
of  the  new  act,  to  read  them  in  the  light  of  corresponding 
provisions  in  foreign  acts,  and  finally,  in  the  light  of 
both,  to  consider  some  fundamental  questions  of 
principle.  With  details  we  are  little  concerned.  The 
87  clauses  of  the  bill,  much  amended  by  Parliament 
and  increased  to  115  in  the  act  —  often  on  initiative 
of  the  Chancellor  —  multifariously  make  such  adjust- 
ments and  modifications  in  the  interest  of  peculiar 
or  minor  circumstances  as  every  country  must  make 
in  social  legislation. 

Precedent  is  wanting  for  the  provision  by  one  act 
of  the  three  kinds  of  insurance,  sickness,  invalidity, 
and  unemployment.  For  twenty  years  Germany  had 
been  debating  how  to  consolidate  the  machinery  of 
her  insurance  systems;  invalidity  was  a  natural  step 
between  sickness  and  old  age;  but  a  union  of  the 
latter  two  appearing  unnatiu*al,  the  invalidity  in- 
surance was  worked  with  that  for  old  age.  In  England, 
however,  provision  for  old  age  was  not  by  an  insurance 
syst^n,  so  the  sickness  and  invalidity  insurance  could 
be  intimate  parts  of  one  system.^  Certainly  the  de- 
tractors from  the  pension  scheme  must  grant  that  it  has 
here  accomplished  a  service !  Unemployment  insurance, 
which  many  persons  urged  should  be  managed  in  a 
separate  bill,  could  have  only  remoter  relations  with 
sickness  insurance.  Yet  the  differences  of  the  English 
scheme  from  the  schemes  of  other  countries  are  essen- 
tially likenesses  with  the  English  sickness  insurance. 
With  justice   the   three   sickness   insurance   systems 

^  "Inasmuch  as  under  the  Bill  disablement  benefit  is  a  direct  continuation  of  sidcnesB 
benefit  ...  no  special  organisation  will  be  needed  in  order  to  test  applications  for  the 
disablement  aUowanoe.  Hence  all  the  elaborate  arrangements  devised  by  German 
invalidity  inauianoe  leglBlAtion  for  receiving,  examining,  reporting  and  finally  adju- 
dicating upon  such  applications  become  superfluous,  while  at  the  same  time  ezpenae  is 
saved  and  procedure  expedited.'*  Copy  of  Memorandum  on  Sickness  and  Invalidity 
Insurance  in  Germany,  1911  (od.  5678),  p.  2. 
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were  reckoned  members  of  a  family  and  dubbed 
simply  "  National  Insurance."  In  our  analysis  the 
provisions  as  to  unemployment  will  be  treated  last, 
as  they  are  by  the  act. 

II.    Sickness  and  Disablement  Insurance 

Nowhere  is  there  a  parallel  for  the  inclusiveness  of 
membership  of  the  English  sickness  insurance  system. 
Interest  in  the  German  scheme  has  so  naturally  cen- 
tered in  the  fact  of  compulsion  that  foreign  students 
have  not  always  appreciated  the  comparative  narrow- 
ness of  its  application.  In  1885,  when  the  German 
system  was  first  in  working  order,  it  insured  a  round 
ten  per  cent  of  the  population;  in  1909,  twenty-one 
per  cent,  — 13,385,290  persons.^  The  British  isles,  with 
a  population  today  equal  to  that  of  Germany  in  1885, 
propose  to  insure  by  compulsion  as  many  persons  as 
are  today  insured  in  Germany;  more  exactly,  over 
thirty  per  cent  of  the  population  —  thirty-three  per 
cent  probably  when  the  voluntary  insurers  are  added. 
The  actuaries  calculated  for  Mr.  Lloyd  George  that 
9,217,000  men  and  3,872,000  women,  both  of  the  ages 
16  to  65,  would  come  under  the  compulsory  provisions 
of  the  bill*  To  these  13,089,000  (compare  the  German 
figures  above)  must  be  added  more  than  800,000  men 
and  women  who  the  actuaries  calculated  would  insure 
voluntarily.*  The  total  approaches  fourteen  millions. 
In  Germany  the  number  insured  against  invalidity  was 
15,444,300  in  1909,  or  about  twenty-four  per  cent  of 
the  population.* 

1  See  the  intereetiiig  table  of  annual  peroentagee  in  Reicha-Arbeitablatt,  January, 
1911.  p.  89. 

>  Report  of  the  Actuaries  in  relation  to  the  Scheme  of  Insurance  against  SiokneM. 
etc.  1911  (od.  6081),  p.  9. 

t  The  original  bill  proposed  to  Indude  also  some  800,000  boys  and  girls  under  10; 
a  few  of  them  are  still  eligible  as  voluntary  insurers. 

*  Relchs-Arbeitsblatt.  Ibid.,  p.  46. 
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What  character  has  the  wider  incliisiveness  of  the 
English  system  ?  The  act  applies  to  all  "  emplo3maent 
in  the  United  Kingdom  under  any  contract  of  sei-vice 
or  apprenticeship,  written  or  oral,"  whatever  be  the 
nature  of  the  employer  or  the  character  of  the  pa3rment. 
Special  inclusion  is  made  of  outworkers  ("  persons 
to  whom  articles  or  materials  are  given  out  to  be  made 
up,"  etc.).  Casual  laborers,  with  quite  insignificant 
exceptions,  are  included.  Exception  is  made  when 
employment  is  other  than  by  way  of  manual  labor  if 
at  the  same  time  the  rate  of  remuneration  exceeds 
£160  a  year.  The  other  exceptions  are  trivial  or 
occur  for  certain  classes  of  persons  equivalently  pro- 
vided for.  Persons  entitled  to  voluntary  insurance 
are  chiefly  such  as  ''  are  engaged  in  some  regular 
occupation  and  are  wholly  or  mainly  dependent  for 
their  hvelihood  on  the  earnings  .  .  .  from  that  occu- 
pation," but  the  incomes  of  these  independent  work- 
people from  all  sources  must  not  exceed  £160  a  year. 
Persons  now  older  than  65  are  excluded.  By  contrast 
the  German  act  first  particularized  the  selected  in- 
dustries to  which  its  terms  as  to  sickness  should  apply, 
and  fixed  at  the  low  sum  of  2000  marks  the  income 
limit  for  non-manual  workers  and  voluntary  insurers. 
Subsequent  amendments  (chiefly,  1892)  did  little  more 
than  permit  extension  of  compulsory  insurance  by 
local  statute  to  certain  special  groups.  Only  lately, 
by  the  codifying  act  of  1911,  has  general  inclusion 
been  made  of  agricultural  and  forestry  workmen, 
casual  laborers,  domestic  servants,  and  persons  en- 
gaged in  house  industry.  At  the  same  time  the  in- 
come limit  for  special  workers  has  been  raised  to 
2500  marks.  The  invalidity  provisions  have  not 
been  notably  changed.  It  is  only  in  the  future,  there- 
for, that  the  German  scheme  will  be  nearly  as  inclusive 
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as  the  English.  No  thought  of  experiment  inspired 
the  Lloyd  George  act! 

Protest  against  inclusion  under  the  act  came  for 
only  one  or  two  groups  of  persons.  They  were  the 
clerks  whose  salaries  (under  £160)  had  continued  to 
be  paid  during  absence  for  brief  sickness  and  for  whom 
fears  were  felt  that  employers  would  cease  this  custom. 
And  they  were  the  domestic  servants.  Till  the  very 
end  of  the  term  of  the  bill  in  ParUament,  scarcely  a 
word  was  breathed  about  the  position  of  servants. 
Then  prominent  women  began  to  epistolize  the  news- 
papers and  for  November  29th  a  public  meeting  was 
called  at  Albert  Hall.  Ten  thousand  attended^  other 
thousands  stood  outside.  A  large  majority  were 
women,  mostly  servants,  so  the  report  tells.  Reso- 
lutions were  passed  asking  exemption  of  domestic 
servants  from  the  demands  of  the  act,  on  the  ground 
that  employers  were  now  giving  medical  attention 
and  comforts  to  sick  servants.^  Despite  the  spectacu- 
lar suddenness  of  the  episode,  Mr.  George  succeeded 
in  convincing  Parliament  that  inclusion  of  the  servants 
would  be  wise;  a  change  from  the  bill  provided  only 
for  additional  benefits  where  servants  already  received 
the  usual  benefits. 

Concerning  any  compulsory  insurance  system  no 
more  fundamental  question  can  be  asked  than.  How 
shall  the  cost  be  met  ?  No  country  that  has  yet 
established  a  sickness  insurance  system  has  wholly 
absolved  the  workmen  from  a  share  in  the  burden. 
Some  socialists  in  England  suggested  indeed  that  the 
State  should  bear  the  entire  cost,*  but  Parliament 
took  little  heed  of  them.    Every  state  that  has  estab- 

>  Spe«Utor.  Deo.  2, 1911,  p.  047. 

*  In  the  Commons.  Mr.  Snowden  ao  argued  on  July  6.  Mr.  Bernard  Shaw  also 
ttood  forth  for  a  non-contributory  system. 
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lished  sickness  insurance,  after  Germany  in  1883 
pointed  the  way,  in  so  far  at  least  took  its  cue  from 
Germany  as  to  give  to  both  employers  and  employees 
a  share  of  the  burden.  Germany  herself  fixed  at 
two-thirds  the  portion  that  workmen  should  pay;  at 
one-third  the  portion  of  employers.  In  invalidity 
insurance  German  workmen  and  employers  share 
equally  and  the  State  adds  a  fixed  sum,  usually  much 
less  than  a  quarter  of  the  total.  Austria  in  1888 
differed  only  to  the  extent  of  allowing  employers,  if 
they  desired,  to  shoulder  a  part  of  the  workmen's  share. 
Hungary  in  1907  (superseding  her  law  of  1891)  assigned 
to  employers  one  half  and  to  workmen  one  half.^ 
Luxembui^  in  1901  followed  closely  the  German 
sjrstem.  Norway  in  1909  charged  the  workmen  with 
six-tenths,  the  employer  with  only  one-tenth,  and 
then  broke  precedent  by  charging  the  local  authority 
with  one-tenth  and  the  State  with  two-tenths. 

Mr.  Lloyd  George's  plan  —  not  as  regards  its  general 
features  changed  by  Parliament  —  is  precisely  like 
none  of  these.  It  most  resembles  that  of  Norway, 
in  that  it  gives  a  substantial  share  to  the  State;  and 
that  of  Germany  in  that  it  gives  a  rough  third  to  the 
employer;  but  it  is  merely  more  liberal  than  any 
precursor,  even  than  Hungary,  in  the  share  that  it 
gives  to  the  workmen.  Where  every  other  country 
had  laid  not  less  than  one-half  nor  more  than  two- 
thirds  of  the  load  upon  the  workmen's  backs,  England 
laid  three-eighths  in  the  case  of  the  women  and  four- 
ninths  in  the  case  of  the  men.  Mr.  Ramsay  Mac- 
Donald  tried  hard  to  get  the  biu*den  bom  equally  by 
State,   employer,  and   employee.      "  The   advantage 

^  Sinee  no  book  in  EnsUah  that  I  have  seen  gtves  a  description  of  this  intereetinc 
aet,  raferenee  may  be  made  to  an  article  by  M.  Siint6  in  the  Economic  Journal,  Dec. 
1906,  pp.  681-636.  The  text  is  s&ven  in  the  standard  works  of  Zaoher,  vol.  viii  b, 
Berlin,  1906.  and  BeUom»  supplement  g6n«nJ.  Paris.  1900,  pp.  237-347. 
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of  the  scheme  to  the  State/'  Mr.  Lloyd  George  had 
said  in  introducing  his  bill,  ''  is,  of  course,  in  a  happy, 
contented  and  prosperous  people."^  This  advantage 
is  to  be  purchased  by  a  weekly  payment  of  2d.  for 
each  insured  man  or  woman.  The  employer's  in- 
terest "  is  the  efficiency  of  his  workmen,  and  there  is 
no  doubt  at  all  that  a  great  insurance  scheme  of  this 
kind  .  .  .  increases  the  efficiency  of  the  workmen 
enormously."  *  Such  efficiency  the  employers  buy 
by  a  weekly  payment  of  3d.  for  each  insured  man  or 
woman.  Workmen,  for  the  obvious  gain  which  they 
will  seeing,  are  to  pay,  in  the  case  of  men  4d.  weekly, 
in  the  case  of  women  3d. 

Given  a  tripartite  division  of  payments,  only  ex- 
pediency, it  would  appear,  can  determine  the  shares. 
In  Germany  the  argument  had  been  freely  used  that 
if  you  would  make  a  system  universal  you  must  pur- 
chase acceptance  of  it  by  favors  in  cost.  Mr.  Lloyd 
George  and  his  associates  dwelt  often  on  the  good 
things  that  the  workman's  4d.  or  3d.,  subsidized,  would 
buy  for  him.  To  the  members  of  ParUament  the 
Chancellor  of  the  Exchequer  put  forth  three  reasons 
why  the  workpeople  had  been  insuring  insufficiently 
when  left  to  themselves;  the  reasons  seem  also  to 
urge  the  desirability  of  a  subsidy.  First,  wages  are 
often  too  low;  second,  in  sickness  and  unemployment 
premiums  cannot  be  maintained.  Third,  the  sufficient 
margin  of  wages  is  spent  in  other  ways.  Mr.  Lloyd 
George  added  that  the  250,000  annual  lapses  in  the 
friendly  societies  indicate  5,000,000  lapses  in  twenty 
years.'  Doubtless,  finally,  the  sympathy  that  expressed 
itself  in  gratuitous  old  age  pensions  was  not  absent 
in  the  new  legislation. 

^  This  vpeeoh  of  May  4, 1911,  is  oonveniently  acoemible  in  The  People's  Insunnoe, 
explained  by  D.  Lloyd  George,  London,  Hodder  and  Sfcoughton.  1911;  see  p.  11. 

B  Ibid.,  p.  10.  *  The  People's  Insnraaoe,  pp.  6^. 
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Much  bitter  criticism  was  directed  against  the  pro- 
vision prescribing  (with  exceptions  presently  to  be 
noted)  uniform  rates  of  premium  for  all  insured 
workmen.  No  continental  precursor  had  done  that. 
Germany  and  Austria  had  claimed  from  the  work- 
men percentages  (from  one  to  four)  of  their  wages. 
Germany  in  her  invalidity  insurance  and  Norway  in 
her  sickness  insurance  had  graded  the  workmen 
into  five  and  four  (respectively)  income  groups  and 
had  exacted  premiums  varying  proportionally  with 
these.  In  return  benefits  had  been  graded.  But 
the  Uoyd  George  bill,  sustained  by  the  law-makers, 
had  established  a  flat  rate.^  To  be  gained  by  this 
provision  was  an  enviable  degree  of  simplicity  in  the 
administration  both  of  contributions  and  benefits. 
But  the  poorer  workmen  might  with  great  difficulty 
sustain  the  uniform  charge  which  bore  with  relatively 
great  heaviness  upon  them.  And  of  the  very  poorest 
workmen  of  all  a  special  class  had  to  be  naade,  to 
whom  special  favors  perhaps  involving  a  new  prin- 
ciple were  accorded. 

The  group  here  consists  of  those  "  employed  contrib- 
utors of  either  sex  of  the  age  of  twenty-one  or  up- 
wards whose  remuneration  does  not  include  the  pro- 
vision of  board  and  lodging  by  their  employer,  and 
the  rate  of  whose  remuneration  does  not  exceed  28.  6d. 
a  working  day."  To  the  premimns  of  this  class  the 
principle  of  the  minimum  wage  may  be  said  to  have 
been  applied.  The  normal  weekly  premimn  of  9d. 
for  men  and  8d.  for  women  is  collected.  Where  the 
earnings  are  not  over  Is.  6d.  per  day,  the  insured 
pays  nothing;  the  Treasury  allowance  of  2d.  is  in- 
creased to  3d.,  the  employer  adds  for  men  Sd.,  for 
women  5d.    When  the  earnings  run  from  U.  6(2.  to 

1  A  ocnmteipoit  for  this  ininfliple  exista  in  the  Fmuh  Old  A^b  Inaunuioe  Aet  of 
1910. 
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2s.,  the  insured  relieves  the  employer  to  the  extent 
of  Id.  When  the  earnings  are  28.  to  2«.  6d.,  the  in- 
sured pays  3d.,  so  relieving  the  employer  of  an  addi- 
tional penny  and  restoring  the  State  to  its  normal 
allowance.  In  unmistakable  terms  it  was  recom- 
mended that  the  burden  upon  "  the  employer  who 
profits  by  cheap  labour"  be  in  consequence  of  his 
advantage  increased.^  Insurance,  held  to  be  one  of 
the  necessaries  of  life,  is  to  be  purchased  for  the  poorest 
workers  chiefly  by  their  employers,  secondarily  by  the 
State. 

The  class  of  voluntary  insurers  is  interesting,  mainly 
for  the  changes  made  in  the  bill  by  Parliament. 
'*  The  Governor  of  the  Bank  of  England  could  join 
if  he  liked  and  he  would  receive  the  State  contribu- 
tion," Mr.  Lloyd  George  had  said  when  presenting  his 
bill."  But  the  House  committee  was  persuaded  by  the 
doctors  and  others  that  an  income  limit  of  £160  was 
not  too  high.  Voluntary  contributors  assume  the  share 
of  the  employer,  as  in  the  continental  systems  also. 

For  none  of  the  insiu^  was  a  difference  of  contri- 
bution based  upon  age.  Throughout  the  period  of 
transition  to  the  time  when  all  members  of  the  system 
would  have  joined  at  the  age  of  sixteen,  a  special 
advantage  must  accrue  to  older  persons,  since  their 
sickness  rate  is  high.  To  those  who  urged  that  the 
young  must  for  a  time  support  the  old,  the  answer 
was  only  that  the  contributions  of  employers  and 
State  were  so  large  that  the  young  would  at  the  outset 
receive  in  benefits  more  than  they  paid  out;  while 
in  fifteen  years,  by  actuarial  calculation,  the  special 
burden  of  the  old  would  virtually  cease  and  then  the 
rates  of  benefit  could  be  generally  increased.* 

1  The  People's  Inauranoe.  p.  9.  *  Ibid.,  p.  132. 

>  Ibid.,  p.  9;  cf.  L.  O.  Chiona  Money:  A  Nation  Insured,  London,  1911.  p.  21. 
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It  is  in  the  five  species  of  benefit  assignable  to  eligible 
workmen  that  the  raison  d'Sire  of  the  act  is  to  be 
sought. 

(1)  "  Medical  benefit."  This  is  described  as 
**  medical  treatment  and  attendance,  including  the 
provision  of  proper  and  sufficient  medicines,  and  [by- 
Parliamentary  amendment  to  the  bill]  such  medical 
and  surgical  appliances  as  may  be  prescribed.''  This 
minimum  the  continental  schemes  also  had  prescribed. 
Where  the  insurance  society  is  opulent,  and  in  some 
other  cases,  the  benefit  can  be  extended  to  persons 
dependent  on  the  labor  of  an  insured  person.  For 
this  extension,  a  decidedly  liberal  precedent  existed 
in  Norway.  It  may  be  pointed  out  in  passing  that 
the  provision  of  free  drugs  upon  prescription  is  a  great 
blow  at  quack  medicines. 

(2)  "  Sanatorium  benefit."  This  consists  of  "  treat- 
ment in  sanatoria  or  other  institutions  or  otherwise 
when  suffering  from  tuberculosis,  or  such  other  diseases 
as  the  Local  Government  Board  .  .  .  may  appoint." 
Voluntarily,  and  not  at  all  because  of  minimum  legal 
provision,  the  German  invalidity  associations  had 
set  up  over  the  Empire  sanatoria  and  other  special 
means  of  treating  the  tuberculous.  Their  achievement 
had  been  widely  acclaimed.^  Its  benefit  had  been 
in  intention  fiscal  as  well  as  hiunanitarian.  An  in- 
teresting parallel  is  offered  in  the  recent  history  of 
certain  American  industrial  insurance  companies.  The 
principle  that  an  insurance  institution  may  wisely 
spend  money  to  reduce  its  worst  risks  is  indeed  no  new 
one.  But  precedent  is  lacking  for  the  magnitude  of 
its  application  in  England. 

^  In  1909,  the  invalidity  aanociations  treated  101,188  peraons,  at  an  average  expense 
of  240  marks.  Of  the  number  42,980  were  consumptives.  Amtliche  Naohrichten 
dee  Relcha-Vendcherungsamts,  1910.  2  Beiheft:  Statistik  der  Heilbehandlunic.  pp. 
160  and  162. 


Digitized  by  VjOOQ  IC 


288  QUARTERLY  JOURNAL  OP  ECONOMICS 

In  introducing  his  bill,  the  Chancellor  had  dwelt 
passionately  on  "  the  most  heartrending  and  painful 
disease  that  ever  afflicted  the  human  race."  There 
were,  he  urged,  four  or  five  hundred  thousand  persons 
suffering  from  tuberculosis  in  the  United  Kingdom. 
One  out  of  three  deaths  of  males  aged  fourteen  to 
fifty-five  was  from  tuberculosis.  Only  2000  beds 
were  available  in  sanatoria  (enough  for  6000  patients 
a  year).  "  Because  the  State  has  suffered,''  the  State 
should  act.^  While  Parliament  was  debating  the 
sanatorium  benefit,  the  Royal  Commission  on  Tuber- 
culosis presented  its  final  report  showing  that  bovine 
tuberculosis  is  communicable  to  man.*  It  is  expected 
that  a  special  Treasury  contribution  of  £1,500,000 
will  be  used  for  building  sanatoria  and  that  over 
£1,000,000  a  year,  drawn  from  the  insurance  funds, 
will  be  used  for  maintenance.  To  every  pound  that 
the  local  authorities  contribute  to  sanatoria,  the 
Treasury  will  add  a  pound.  So  a  chain  of  sanatoria 
will  cover  the  land.  Section  17  of  the  act  provides 
for  the  extension  of  the  sanatorium  benefit  to  depen- 
dents of  the  insured. 

(3)  "  Sickness  benefit."  Nothing  novel  is  ventured 
here.  Beginning  from  the  fourth  day  of  illness  and 
continuing  for  not  more  than  twenty-six  weeks,  a 
weekly  payment  of  lOs.  for  men  and  7a.  &d.  for  women 
is  estabhshed.  On  the  continent  a  percentage  of 
wages  had  been  usual,  but  the  English  law  provides 
for  a  variety  of  reductions  from  the  benefit  for  cause. 
In  Germany  the  duration  of  the  benefit  was  long 
maintained  at  thirteen  weeks,  and  invalidity  pajrment 
did  not  begin  before  a  further  equal  interval. 

(4)  "  Disablement  benefit."    Five  shillings  weekly 

1  The  People's  InBumnoe,  pp.  17  and  18. 
i  The  Spectator.  July  15,  1911.  p.  95. 
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are  payable  after  disease  or  disablement  has  lasted 
twenty-six  weeks,  and  may  continue  if  necessary  to 
the  age  of  seventy.  The  German  invalidity  benefit 
differs  only  in  depending  for  its  amount  on  the  number 
and  amount  of  premiums  previously  paid. 

(5)  "  Maternity  benefit."  In  the  case  of  confine- 
ment, 305.  are  payable  to  any  insured  woman  or  the 
wife  of  an  insured  man.  For  such  provision  there 
was  general  precedent. 

As  by  the  German  law,  sundry  '*  additional 
benefits  "  are  permitted.  In  special  cases  these  are 
alternative  or  wholly  supplementary  to  those  enu- 
merated. They  will  become  important  when  the  bur- 
den has  been  outgrown  of  those  persons  who  now  join 
the  scheme  in  middle  or  advanced  years.  Partly  they 
are  only  more  liberal  provision  of  the  previous  bene- 
fits (having  a  parallel  in  those  of  the  more  successful 
German  sickness  clubs).  Partly  they  are  new,  such 
as  dental  service,  maintenance  of  convalescence  homes, 
superannuation  allowances,  remission  of  arrears  (or- 
dinarily, arrears  averaging  more  than  thirteen  weeks 
a  year  compel  a  graded  reduction  of  the  benefit,  espe- 
cially the  cash  benefit).  In  Germany  convalescence 
homes  had  had  a  significant  development.  Conspicu- 
ously absent  from  the  British  list  is  the  burial  benefit 
of  other  systems,  offered  even  by  many  of  the  friendly 
societies  and  trade  imions  of  England. 

No  knottier  problem  presents  itself  to  the  framers 
of  an  insurance  scheme  than  that  of  the  administrative 
machinery  by  which  it  shall  work.  The  State  may 
compel  insurance  through  societies  set  up  by  itself. 
No  state  has  done  that.  Or  it  may  compel  insurance 
through  the  existing  organizations  and  others  like 
them  to  be  provided.  No  state  has  done  just  that. 
In  var3ang  degrees  an  option  in  the  choice  of  an  in- 
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stitution  has  been  permitted  in  all  schemes  hitherto 
enacted. 

The  comitry  most  tolerant  of  previously  existing 
societies  has  been  Germany,  yet  unwillingly.  Gilds, 
miners'  associations,  friendly  societies,  factory  and 
building  societies,  local  (trade)  societies  were  per- 
mitted, and  for  workmen  not  naturally  fitting  into 
these,  a  communal  machinery  was  set  up.  Austria, 
while  permitting  the  same  range  of  societies,  made 
her  official  (Bezirk)  organization  quite  separate  from 
the  local  administration,  and  by  grouping  the  official 
societies  In  contiguous  districts  permitted  a  series  of 
economies  which  made  the  public  institution  in  itself 
inviting.  Hungary  abandoned  in  1907  all  tjrpes  of  non- 
public society  except  the  employer's  society.  Norway 
presumes  that  the  insured  will  join  a  public  local 
organization,  but  allows  the  existence  of  any  society 
that  fulfils  certain  qualifications.  The  new  German 
Reich^eraicherurigsardnung  of  1911,  tho  abolishing  the 
communal  organization,  reduces  the  voluntary  activity 
of  the  other  types,  and  sets  up  also  an  elaborate 
machinery  less  for  the  residual  workmen  than  for 
those  special  classes  (like  the  agricultural  laborers)  ad- 
mitted to  insurance  in  1911.  The  German  invalidity 
benefit  continues  to  be  administered  by  bureaucratic 
institutions. 

There  is  thus,  outside  of  Great  Britain,  an  increasing 
disposition  to  develop  special  administrative  machin- 
ery. Boldly  sailing  in  an  opposite  direction,  the 
Lloyd  George  act  has  a  friendly  greeting  for  any 
volimtary  society  that  compUes  with  minimum  de- 
mands. More  than  a  hint  doubtless  came  to  the 
Chancellor  from  the  French  Old  Age  Insurance  law  of 
1910.  Yet  the  utilization  of  socUtis  de  secours  mutueU 
for  pension  service  is  a  lighter  task  than  the  utilization 
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of  the  friendly  societies  and  trade  unions  for  the  multi- 
form services  of  sickness  insurance.  As  we  shall 
see,  the  Chancellor's  special  machinery  is  not  large, 
and  is  in  the  main  autonomous. 

Under  the  act  the  chief  duties  of  administration 
fall  to  "  approved  societies,"  —  not  quite  those  so 
named  in  the  friendly  society  acts.  To  secure  approval, 
societies  miust  not  be  carried  on  for  profit.  They  must 
be  subject  to  the  absolute  control  of  their  members 
(non-honorary).  They  must  reject  no  appUcant  for 
membership  on  ground  of  age.  They  must  make 
rules  (to  be  approved)  for  their  government,  for 
managing  disputes,  for  administering  benefits,  etc. 
They  must  deposit  security  to  protect  the  funds  they 
handle.  They  must  keep  separate  books  for  all  business 
under  the  Insurance  Act.  Every  three  years  they 
must  submit  to  a  valuation.  If  a  surplus  is  then 
found  (it  will  arise  from  good  management),  they 
may  turn  it  to  their  own  uses;  if  a  deficiency  is  found 
(it  can  only  result  from  bad  management),  they  must 
make  it  up,  as  by  levy,  and  a  society  with  branches 
is  responsible  for  the  deficiency  of  a  branch.  If  at  any 
valuation  a  society  has  less  than  5000  members,  it 
shall  be  pooled  for  the  purposes  of  the  valuation  with 
as  many  others  as  will  attain  a  total  of  5000.  PooUng 
may  be  by  a  voluntary  "association";  otherwise 
it  must  be  through  the  formation  of  a  local  "  group  " 
by  the  authorities.  With  sUght  modification  the 
rules  touching  surplus  and  deficiency  then  apply  to  the 
association  or  group.  The  original  bill  had  asked 
that  10,000  be  the  minimima.  No  other  country  has 
sought  so  drastically  to  secure  the  economies  of  large 
numbers.  The  average  membership  of  German  clubs 
has  mcreased  since  1885  from  228  to  538^  (1908); 

1  Tw«nty-fourth  Annual  Report  of  United  Stetes  CommiaBioner  of  Labor,  vol.  i, 
p.  1221. 
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many  have  less  than  100  members.^  The  other  con- 
tinental schemes  likewise  include  hosts  of  small  socie- 
ties, paying  in  their  costs  the  penalty  of  smallness. 

Provision  is  made  in  the  bill  for  the  retention  of 
employers'  provident  clubs,  but  the  general  rules 
enumerated  apply  to  them.  No  employer  shall  re- 
quire his  workmen  to  insure  through  such  clubs.  Trade 
unions  should  find  compUance  with  the  requirements 
for  "  approved  societies  "  not  diflBicult.  Their  most 
considerable  task  would  be  the  segregation  of  insur- 
ance funds;  this  has  not  been  without  precedent  on 
the  continent  at  least. 

Whether,  imder  the  new  regime,  the  friendly  so- 
cieties will  deteriorate  in  character,  thoughtful  persons 
have  asked.2  The  6,000,000  memberships  now  existing 
in  England,  representing  fully  4,500,000  persons,  are 
an  unparalleled  achievement  in  volimtary  insurance. 
Through  years  of  disaster  the  societies  gradually 
developed  principles  of  organization  which  have  fecim- 
dated  associations  the  world  over.  Collapse  still 
occurs;  societies  with  old  men  are  avoided  by  the 
young.'  Those  societies  that  come  imder  the  five- 
year  valuation  are,  in  a  distressing  majority  of  cases, 
shown  insolvent  and  forced  to  reduce  benefits  or 
increase  premiums.  Despite  this  the  growth  has 
been  so  large,  the  training  in  self-goverBiment  so 
valuable,  that  many  persons  have  feared  that  the 
regulating  hand  of  the  State  might  freeze  out  the 
spontaneity  and  progressiveness  that  have  charac- 
terized the  clubs. 

1  44.6  per  cent  of  the  23.240  societies  in  Germany  in  1908  had  less  than  100  members. 
See  Rinfnhrung  (p.  9)  by  Dr.  Olshauaen  in  Reiohsveraicherungsordnung,  Berlin,  Hey- 
mann,  1911. 

*  The  essential  difficulties  were  outlined  betimes  by  Sir  £.  Brabrook  in  State  In- 
validity Insurance,  Economic  Journal.  March,  1911,  pp.  1-5. 

'  The  Poor  Law  Commission  reported  failures  of  friendly  societies  among  the 
minor  causes  of  pauperism.     (Report,  p.  226). 
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So  it  is  not  unnatural  that  sides  should  have  been 
taken  in  controversy.  In  the  act  as  passed,  the 
Chancellor's  original  provisions  touching  "  approved 
societies  "  are  scarcely  recognizable.  For  the  dividing 
clubs,  ignored  in  the  bill  and  in  the  act,  no  place 
naturally  could  be  found  at  all.  The  other  societies 
sought  amendment  of  nearly  every  clause  regarding 
sickness  insurance.^  Their  objection  against  asso- 
ciation and  grouping  of  societies  did  not  prevail. 
Nor  was  a  tangible  proposal  possible,  given  "  national 
insurance,"  that  the  character  of  the  membership  of 
societies  should  not  be  diluted.  Hitherto  the  ilite 
among  the  workmen,  most  of  all  the  artisans,  had 
been  insured.  Henceforth  a  lowering  of  the  bars, 
the  admission  to  "  friendly  "  insurance  of  many  who 
would  not  otherwise  have  been  sought  as  "  friends," 
was  inevitable.  Even  tho  the  lowest  classes  of  all 
were  specially  provided  for,  the  average  would 
decline. 

The  approved  societies  are  allowed  to  invest  in 
such  channels  as  are  open  to  savings  banks,  or  to 
expend,  as  necessary,  for  administration  and  benefits, 
the  sums  representing  the  contributions  of  their  mem- 
bers to  the  insurance:  4d.  weekly  per  man,  3d  weekly 
per  woman,  in  normal  instances.  Here  are  the 
chances  for  surplus  or  deficit  —  the  reward  or,  as 
may  be,  the  price  of  autonomy.  The  benefits  to  be 
administered  are  only  those  involving  payments  of 
cash  —  sickness,  disablement,  and  maternity,  and 
such  ''  additional "  benefits  (in  cash)  as  opulence  may 
allow.  Be  it  said  in  this  connection  that  any  surplus, 
actuarily  genuine,  by  now  accumulated  in  the  societies 

1  For  a  list  of  amendments  desired  shortly  after  the  bill  was  introduced  see  J.  H. 
Watts:  National  Insurance  Bill.  London.  Stevens  4:  Sons.  1011;  pp.  244-276; 
pp.  of.  9-19. 
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shall  continue  wholly  at  their  disposition,  for  additional 
benefits  to  present  members. 

Funds  will  be  collected  by  a  stamp  system  as  in 
Germany.  Each  workman  will  carry  a  card  on  which 
his  employer  on  pay  day  will  enter  stamps,  bought 
at  the  Post  Office,  for  the  amount  of  the  workman's 
and  the  employer's  contributions.  When  the  card 
is  filled  the  society  will  hold  it  as  an  evidence  of  pay- 
ments. 

Nearly  900,000  persons,  the  actuaries  calculated,  < 
will  be  refused  admittance  to  any  approved  society* 
Such  men,  the  unsteady  and  the  disabled,  the  flotsam 
and  jetsam  of  industry,  and  men  expelled  for  valid 
reasons  by  the  societies,  may  find  cover  under  an 
official  arrangement.  Without  setting  up  such  special 
instruments  for  insurance  as  the  continental  countries 
have  done,  the  government  lets  these  persons  become, 
through  the  post  offices,  "  deposit  contributors."  They 
are  not  insured.  They  save  compulsorily  and  they 
enjoy  the  employer's  and  State's  subsidy.  Until 
their  individual  credit  is  exhausted  they  may  draw 
the  lusual  cash  benefits.  Deduction  is  made  also  for 
the  medical  benefits,  for  administrative  costs,  and  the 
like.  The  *'  bad  risks  "  will  speedily  fall  upon  the 
rates  —  where  till  now  they  have  been;  they  will 
not  be  a  burden  on  the  good  risks.  They  are  a  class 
surgically  cut  out  of  the  insurance  system.  In  Ger- 
many far  less  choice  as  to  membership  rests  in  practise 
on  the  societies,  so  that  the  bad  risks  do  not  so  freely 
collect  at  the  bottom  as  they  will  in  England.  Ghent 
found  that  a  voluntary  system  of  subsidized  saving 
(for  unemplojrment)  intended  essentially  for  the  un- 
skilled failed  utterly.  Parliament,  not  persuaded 
that  Mr.  Lloyd  George's  compulsory  plan  was  a  roseate 

»  Op.  dt.  pp.  7—9. 
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solution,  gave  it  only  experimental  existence,  to  Janu- 
ary 1,  1915.1 

A  new  and  pregnant  specialization  is  given  in  the 
English  scheme  to  the  medical  service.  The  club 
method  of  insurance  has  always  had  a  natural  basis 
in  the  opportunity  it  has  given  to  control  malingering. 
But  the  club  method  has  had  less  certain  advantages 
for  the  supply  of  medical  treatment.  Not  without 
reason  the  Lloyd  George  act  establishes  in  every  county 
and  county  borough  a  special  Insurance  Committee 
(called  in  the  bill,  till  the  stage  of  recommitment, 
Local  Health  Committee).  Among  the  members  (40 
to  80)  of  such  committees,  three-fifths  shall  represent 
the  insured  and  the  deposit  contributors,  one-fifth  shall 
be  appointed  by  the  coimcil  of  the  county  or  county 
borough,  two  members  shall  represent  the  doctors,  one 
to  three  members  shall  be  doctors,  the  rest  shall  be 
appointed  by  the  upper  insurance  authorities.  Every 
approved  society  with  members  in  the  county  shall, 
in  so  far,  have  arrangements  with  the  Insurance 
Committee  to  administer  its-  medical  and  sanatorium 
benefits. 

Round  the  position  of  the  doctors  under  the  bill 
a  bitter  contest  was  fought.  The  opposition  of  the 
friendly  societies  to  losing  all  direct  connection  with 
the  doctors  was  strong.    But  this  was  nothing  com- 

1  The  Webbs  contemplate  with  i^oom  the  8iftini{-down  process.  "  There  will 
be  a  steady  tendency  towards  the  segregation  of  good  lives  in  the  strongest  societies« 
leaving  the  descending  scale  of  indifferent  and  bad  lives  to  fall  into  the  other  societies 
....  We  shall  have  the  curious  spectacle  of  those  Friendly  Societies  .  .  .  capable 
of  providing  for  their  own  sickness  without  help  from  others,  voting  themselves  trien- 
nially  larger  and  more  varied  benefits  out  of  the  unnecessarily  liberal  Government 
subvention  and  employers'  contribution;  whilst  other  Societies,  reduced  to  accepting 
the  indifferent  lives  of  the  very  poor,  will  find  themselves  at  each  valuation,  strug^ng 
to  maintain  the  prescribed  minimum  of  solvency.  .  .  .  And  at  the  bottom  of  the 
scale  we  shall  find  a  heterogeneous  crowd  of  so-called  "  Post  Office  contributors," 
literally  millions  in  number,  of  all  ages  and  both  sexes:  and  their  benefits  under  the 
scheme  are  meagre."  S.  and  B.  Webb,  The  Prevention  of  Destitution  (London.  1911), 
p.  177-178.  A  danger  there  is;  but  is  it  likely  that  approved  societies  will  not  arise 
to  look  after  most  among  the  "  millions  "  f 
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pared  with  the  unrelenting  campaign  of  the  doctors 
themselves.  The  Chancellor's  assertion  that  the  bill 
was  not  a  "  Doctor's  Endowment  bill,"  his  imprudent 
allusion  in  a  speech  to  the  ''  wrangle  in  the  sick- 
room "  *  only  fanned  the  blaze.  From  the  first  the 
doctors  held  that  the  ambit  of  the  bill  should  be  re- 
duced, for  both  volimtary  and  compulsory  contrib- 
utors, to  persons  earmng  not  over,  say,  £2  weekly. 
Otherwise,  well-paying  practises  would  be  lost  to  them. 
They  asked  for  a  larger  fee.  The  act  as  passed  merely 
gives  the  Insurance  Committees  power  to  make  arrange- 
ments with  the  doctors:  to  publish  lists  of  doctors 
who  will  do  service,  to  accept  any  efficient  doctor 
who  appUes,  to  secure  to  the  insured  the  right  to 
choose  their  doctor  (who  may,  however,  reject  the 
insured),  and  otherwise  to  assign  doctors  to  the  in- 
sured.* The  financial  provision  was  such  that  a 
capitation  sum  of  about  6s.  a  year  would  be  available 
for  treatment  and  drugs.  One  shilling  would  be 
needed  for  drugs.  The  five  shillings  remaining  to 
the  doctors  were  really,  the  Chancellor  urged,  a  larger 
sum  than  they  had  been  getting.  The  friendly  societies 
had  paid  4s.  commonly  and  that  sum  covered  the  cost 
of  drugs.  True,  they  were  select  persons.  But  again, 
payment  by  the  poor  was  often  defaulted;  it  would 
not  be  henceforth.  And  tuberculous  cases  would  be 
out  of  the  hands  of  doctors.  Yet  the  doctors  per- 
sisted. The  British  Medical  Association's  opposition 
was  endorsed  by  20,000  of  its  members.'  Various 
concessions  were  secured.  After  the  act  had  been 
passed,  2000  doctors  met  in  London,  hissed    (so  the 

1  Watta,  op.  cit.  p.  48. 

>  In  Germany  choice  of  the  doctor  by  the  insured  had  been  little  restricted;    the 
"  Streber,"  anxious  for  practice,  had  been  at  times  an  evil. 

*  Daily  papers,  December  10.     The  Nation  (London),  December  23,  p.  499.     For 
amendments  desired  by  the  Association,  see  Watts,  op.  dt.,  pp.  277-284. 
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report  goes)  Sir  Victor  Horsley  for  having  yielded  to 
the  blandishments  of  the  Chancellor,  and  voted  to 
boycott  the  act.^  Out  of  20,712  replies  to  a  letter 
sent  to  doctors.  The  Practitioner  received  20,149  saying 
that  honest  service  could  not  be  given  under  the  act; 
and  that  joimial  is  now  seeking  to  find  23,000  who 
will  (conditionally)  boycott  the  act  —  enough  to 
prevent  its  working.*  But  probably  the  8000  doctors 
(more  or  less)  needed  to  work  the  act  will  be  found; 
that  is  about  one-fourth  of  the  doctors  to  attend 
one-third  of  the  people.* 

Administration  of  medical  and  sanatorium  benefit 
is  only  part  of  the  duties  of  the  Insurance  Conmiittees. 
They  must  from  time  to  time  make  reports  as  to  the 
health  of  the  insured  persons  in  their  area.  They 
are  required  to  do  what  many  German  societies  have 
been  doing  spontaneously  —  provide  for  the  giving 
of  lectures  and  the  publication  of  information  on 
questions  of  health.*  They  share  the  power  to  demand 
reimbursal  for  sums  spent  on  excessive  sickness  where 
they  believe  that  the  excess  is  due  to  conditions  of 
emplojonent,  bad  housing,  or  insanitary  conditions, 
insufficient  or  contaminated  water,  neglect  to  enforce 
factory  legislation,  or  legislation  dealing  with  public 
health  or  with  the  housing  of  the  working  classes.  If 
agreement  is  not  reached,  the  Secretary  of  State  or 
the  Local  Government  Board  may  conduct  an  inquiry 
and,  if  ground  exists,  compel  the  losses  to  be  made 
good.  Inquiry  into  excessive  sickness  had  been  imder- 
taken  occasionally  in  Germany. 

The  national  machinery  provided  to  operate  this 

1  The  Spectator,  December  23.  1911,  pp.  1110-1111;  January  6,  1912,  p.  12. 

*  On  the  doctors,  ef.  Watts,  op.  cit.  pp.  22-48:  Saturday  Review,  June  3,  1911. 

s  For  the  important  class  of  persons  in  '*  secondary  poverty.*'  in  Mr.  Rowntree*s 
nomenclature,  this  may  be  a  pregnant  provision. 
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insurance  system  of  many  parts  is  simple  enough. 
A  number  (undetermined)  of  Insurance  Commissioners 
shall  have  a  central  office  in  London.  They  shall 
make  regulations  for  carrying  the  act  into  effect. 
They  shall  approve  societies,  pass  on  their  rules, 
appoint  various  officers,  and  be  the  court  of  highest 
resort  in  case  of  disputes.  They  shall  appoint  for  their 
own  assistance  an  Advisory  Council  of  representatives 
of  employers'  associations  and  approved  societies, 
some  practising  physicians,  and  at  least  two  women. 
All  contributions  shall  be  paid  into  a  National 
Health  Insurance  Fund.  Moneys  not  needed  for 
present  use  shall  be  duly  credited  and  paid  over  to 
the  National  Debt  Commissioners  and  by  them  in- 
vested in  securities  acceptable  by  savings  banks, 
preference  being  given  to  stock  or  bonds  facilitating 
advances  for  the  purposes  of  the  Housing  Acts.  The 
Grerman  invalidity  and  French  old  age  insurance 
funds  have  similarly  been  appUed  in  the  interests  of 
popular  housing.  The  Insurance  Commissioners  shall 
credit  to  each  approved  society,  in  virtue  of  its  admis- 
sion of  persons  over  16,  so-called  "  reserve  values," 
being  capital  sums  needed  to  meet  the  sickness  burden 
of  such  members,  a  burden  not  met  in  their  own  con- 
tributions. These  sums  will  for  some  time  be  large. 
The  Insurance  Commissioners  shall  pay  over  to  the 
societies  the  amoimt  of  the  contributions  of  their 
members;  but  they  will  themselves,  upon  request, 
invest  these  sums  for  the  societies. 

III.    Unemployment  Insurance 

To  the  imemplojrment  part  of  the  Insurance  bill 
less  discussion  was  directed  than  to  the  sickness  part, 
both  in  ParUament  and  by  the  nation.  That  may  have 
been  because  its  provisions  were  not  at  the  outset  to 
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apply  to  more  than  2,400,000  persons.^  In  every 
other  respect,  however,  the  plan  was  fitted  to  provoke 
discussion.  It  was  a  venture  on  a  new  sea.  No 
other  nation  had  made  the  venture.  And  few  were 
the  persons  who  had  counselled  it.  For  tho  both 
majority  and  minority  Poor  Law  Conmiissioners  had 
recommended  insurance,  they  desired  voluntary  in- 
surance.' The  first  book  in  English  on  the  subject, 
Mr.  Schloss's  volume  of  1909,'  had  advised  against 
compulsion;  the  second,  and  much  better  book  by 
Mr.  Gibbon  ^  had  taken  the  same  ground.  And  the 
only  serious  experiment  with  compulsion,  the  com- 
munal experiment  of  St.  Gall,  had  collapsed  years 
ago  ignominiously  —  not  wholly,  however,  for  causes 
unavoidable.' 

The  actuarial  difficulties  in  the  way  of  compulsory 
insurance  against  unemplo3rment  were  enormously 
greater  than  those  in  the  way  of  sickness  insurance. 
For  the  suggestive  long  series  of  friendly  society 
statistics  and  the  magnificent  and  comforting  array 
of  German  data  there  was  no  equivalent.  The  act 
compels  insurance  for  all  workmen  in  the  trades 
whose  unemployment  is  most  serious:  building,  ship- 

>  Return  "  containing  the  Report  by  Mr.  Thomas  Aokland  ...  on  the  Sclieme 
for  Insoranoe  against  Unemployment  embodied  in  Part  II  of  the  National  Insuranoe 
Bill.'*     1911,  p.  5. 

>  Report  pp.  632.  1199-1201. 

*  D.  F.  SohlooBt  Insuranoe  against  Unemployment,  London,  P.  S.  King,  of.  pp.  72SI, 

*  I.  G.  Gibbon,  Insuranoe  against  Unemployment,  London,  P.  S.  King,  1911.  of. 
pp.  238-250. 

*  Compulsory  sohemes  had  been  as  little  favored  by  oontinental  writers.  See  the 
fuU  German  study  of  the  Imperial  Statistical  Offioe:  Die  Versioherung  gegen  die  Fol- 
gen  der  Arbeitsloeigkeit,  Berlin,  Heymann,  1906;  of.  pp.  665-667.  Similarly  the 
Baden  memorial  of  1909,  summarised  in  Reioht-Arbeitsblatt.  Feb.  1910,  p.  104.  Also 
P.  Dupont,  L'assuranoe  oontre  le  ch6mage,  Paris,  1908  (pp.  233-237);  Ph.  de  Ias 
Cases,  Le  ch6mage.  Paris,  1909  (pp.  174-186);  and  A.  Ai^ielli,  La  dlsocoupasione 
operala,  Milan,  1909  (260-281).  Mr.  Beveridge  had  been  non-oommittal:  Unemploy- 
ment, a  Problem  of  Industry,  London,  1910  (pp.  228-229).  See  below  on  advooaoy 
of  compulsion. 
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building,  construction  of  works,  mechanical  engineer- 
ing, iron  foundry,  construction  of  vehicles,  sawmilling 
(and  the  Board  of  Trade  may  extend  it  to  others). 
But  imemplojonent  is  an  epidemic  as  well  as  a  chronic 
social  disease.  With  twenty  years'  figures  of  only 
certain  trade  unions  before  them,  the  actuaries  felt 
warranted  in  inferring  an  annual  average  of  five  per 
cent  imemployment,  but  they  knew  that  their  figure 
was  not  significant.^  They  were  aware  that  in  the 
previous  ten  years  the  imemployment  benefits  of  the 
trade  union  members  of  the  "  insured  trades  "  averag- 
ing annually  per  member  almost  £1,  had  fluctuated 
between  8s.  2d.  and  345.  lid.*  "  The  soimd  and 
prudent  course,"  said  Mr.  Ackland,  "  is  at  the  outset 
to  proceed  experimentally,"  and  not  "  to  attempt 
any  differentiation  of  the  rates  of  contribution  or 
benefit  in  respect  of  (a)  the  ages,  (6)  the  occupations, 
(c)  the  rate  of  wages,  of  the  workmen."'  In  accord- 
ance, the  act  demands  a  uniform  deduction  for  weekly 
wages  of  2§d.  the  addition  of  a  like  amount  by  the 
employer,  and  by  the  State  Ifd.  (At  7-year  intervals 
the  level  of  contributions  may  be,  within  set  limits, 
raised  or  lowered,  as  accumulating  statistics  warrant.) 
Here  again  is  the  tripartite  device  of  the  sickness 
scheme.  The  markedly  occupational  character  of 
unemplojonent  and  the  quaUtative  differences  of  the 

1  Report  of  the  Actuaries  (cit.)  pp.  18-20. 

*  National  Inauranoe  Bill  Tables  showing  the  rules  and  expenditure  of  trade  uniona 
in  respect  of  unemployed  benefit.  1911.  cd.  5703,  p.  15;  ef.  pp.  27d-293. 

*  National  Insurance  Bill,  Return  "  containing  the  report  of  Mr.  Thomas  G. 
Ackland  ...  on  the  scheme  for  insurance  against  unemployment  ..."  London, 
1911,  p.  10.  Such  distinctions  are  of  course  per  m  desirable;  cf.  Gibbon,  pp.  200-261. 
For  a  defense  of  the  principles  of  the  British  act  see  the  presidential  address  of  Sir 
H.  Llewellyn  Smith,  Economic  Science  Section  of  British  Association,  Sheffield,  1910. 
Cf.  W.  J.  Ashley  m  Economic  Journal,  June,  1911  (pp.  286-274)  and  R.  Lennard  in 
Economic  Journal,  Sept.,  1911  (pp.  335-^345).  Compulsion  had  been  favored  by 
Mr.  Churchill  in  1909  (Speech  reproduced  in  Liberalism  and  the  Social  Problem,. 
London,  1910:  of.  p.  266  ff.). 
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workers  makes  the  appeal  to  working-class  solidarity 
much  bolder  than  in  the  case  of  sickness.  The  uniform 
state  subsidy  can  be  defended  because  imemplojonent 
is  an  unescapable  concomitant  of  a  state-protected 
regime  of  private  property  and  competitive  industry. 
But  the  trade's  diare  (if  one  may  so  describe  the 
employer's  pajonent)  should  in  the  best  system  re- 
flect the  peculiar  risks  of  the  trade. 

The  administrative  organization  for  the  scheme  at 
no  point  touches  the  peculiar  organs  of  the  sickness 
insurance.  It  is  true  that  the  employer  will  buy 
stamps  at  the  post  office  but  they  will  be  special  stamps 
and  will  be  entered  on  a  special  card.  All  money 
constituting  income  under  the  scheme  shall  be  paid 
into  an  Unemployment  Fund,  to  be  managed  by  the 
Board  of  Trade,  which  has  large  powers  to  make 
r^ulations  for  the  insurance  system.  Investments 
shall  be  made  by  the  National  Debt  Commissioners, 
again  in  such  securities  as  savings  banks  may  pur- 
chase. After  the  first  week  of  imemployment,  a 
weekly  cash  benefit  of  7a.  will  probably  be  paid,  and 
probably  for  as  long  as  fifteen  weeks  in  any  year,  if 
unemployment  continues.^ 

The  expected  safeguards  of  a  system  whose  hazards 
have  to  other  countries  been  forbidding  are  several. 
The  workman  must  "  prove  "  his  employability  — 
past  employment  ''  in  an  insured  trade  in  each  of  not 
less  than  twenty-six  separate  calendar  weeks  in  the 
preceding  five  years."  He  must,  while  capable  of 
work,   have  been  unsuccessful  in  finding  it.    Here 

>  Tlieie  tenoBB  the  Board  of  Trade  may  freely  change.  It  may  change,  as  has  been 
Mldt  the  rates  of  oontrfbution.  Further  flexibiUty  due  to  the  difficult  aetuaiial  basis  of 
the  scheme  takes  the  form  of  a  poanble  Treasury  advance  to  the  amount  of  £3,000,000 
in  time  of  need;  if  the  fund  li  insolvent,  the  Board  of  Trade  must  temporarily  so  alter 
contributions  and  benefits  as  to  restore  solvency.  The  voluntary  systems  of  Denmark, 
Ghent,  and  other  places  have  been  compelled  in  times  of  stress  to  increase  subridy 
disbursements  greatly. 
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the  admirable  national  system  of  employment  ex- 
changes comes  into  play.  The  fact  that  no  other 
country  has  such  a  well-organized  system  of  ex- 
changes is  the  first  reason  why  no  other  country  could 
feasibly  attempt  compulsory  insurance.  Emplojrment 
bureaus  may  reduce  permanently  the  dimensions  of 
what  Mr.  Beveridge  calls  the  "  reserve "  of  labor, 
even  tho  they  may  not  abolish  unemplojrment.  Failure 
of  the  exchanges  to  provide  labor  in  England  will  be 
fair  evidence  that  unemplojonent  is  due  to  seasonal 
or  cycUcal  or  minor  inevitable  causes,  and  that  the 
unemployed  person  may  claim  a  benefit.  The  con- 
tinuance of  his  unemplojrment  must  be  attested  by 
the  person's  presenting  himself  every  day  to  the 
authorities.^  Probably  the  post  oflBice  will  be  used, 
in  part  at  least,  for  paying  out  benefits,  as  it  is  already 
used  for  old  age  pensions  and  will  be  for  ''  deposit 
contributors  "  in  the  sickness  system.  The  workmen 
shaU  not  be  forced  to  accept  employment  where  there 
is  a  trade  dispute  or  where  wages  are  less  than  those 
paid  as  a  result  of  collective  bargaining  or,  failing 
that,  by  "  good  employers."  No  benefit  shall  be 
paid  where  the  cause  of  unemployment  is  misconduct 
or  a  trade  dispute.  "  Insurance  officers "  shall  be 
appointed  to  test  claims.  The  workman  may  appeal 
to  a  "  court  of  referees  "  (representatives  equally  of 
employers  and  employees  and  a  chairman  appointed 
by  the  Board  of  Trade).  If  their  decision  is  not 
accepted  by  the  insurance  officer,  appeal  may  be  to 
an  "  umpire  "  appointed  for  last  resort. 

Of  special  interest  are  certain  novel  moralizing  or 
preventive  measures  of  the  act.  It  is  obvious  that 
constancy  of  employment  of  many  men  is  the  first  con- 

1  Tho  the  act  b  inexplicit,  its  intention  is  deariy  that  the  labor  ezchances  should  be 
worked  into  its  administrative  maohineiy.  See  National  Insoranoe  Bill,  Part  H, 
Explanatory  Memorandum;  London,  1011,  od.  6091,  p.  4. 
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dition  of  decasualization  —  reducing  the  casual  fringe. 
For  every  workman  for  whom  45  contributions  have 
been  paid  during  the  year,  the  employer  may  claim 
refund  of  one-third  of  the  portion  paid  by  him  (the 
employer).  The  refund  will  still  be  allowed  if  through 
the  labor  exchange  two  or  more  employers  together 
keep  the  same  person  employed  for  45  weeks.  No 
analogous  provision  is  made  for  the  workman,  prob- 
ably because  it  would  introduce  a  non-industrial 
incentive  for  the  workman's  loyalty.  But  the  work- 
man whose  fitness  has  maintained  him  in  employment 
whether  with  one  employer  or  many,  to  such  effect 
that  at  the  age  of  sixty  he  has  drawn  in  benefits  less 
than  the  share  of  his  wages  he  has  contributed,  may 
receive  back  the  excess  of  his  payments  with  interest. 
This  seems  an  admirable  device  for  rewarding  work- 
people of  superior  industrial  quality.  It  means  that 
the  real  burden  of  caring  for  the  individuals  on  whom 
the  incidence  of  unemployment  falls  most  promptly 
will  rest  mainly  on  those  individuals,  on  the  employers 
in  general,  and  on  the  State.  A  third  measure  pro- 
vides that  where  an  employer,  instead  of  discharging 
anybody,  employs  all  on  short  time,  no  contribution 
will  for  the  time  be  demanded  either  for  the  employer 
or  as  deductions  from  wages.  In  mining,  and  to  a 
less  extent  in  the  textile  trades,  short  time  has  often 
been  resorted  to,*  but  it  is  not  feasible  for  all  industries. 
Lastly,  if  the  insurance  officer  believes  that  defective 
skill  or  knowledge  can  be  remedied  by  technical  in- 
struction, he  may  draw  upon  the  Fund  to  provide  such 
instruction;  but  of  course  it  must  appear  that  less 
money  will  probably  be  needed  in  that  case  than  if 
benefits  are  paid.^ 

1  Cr.  Chapman  and  Hallswotih,  Unemployment  in  Lancaflhire,  Manchester,  1900, 
pp.  45-50. 

s  Xlijs  important  ebuiee  was  added  in  Committee.  See  Standing  Committee  B, 
Fourth  Day's  Proceedinfls,  pp.  301^14. 
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In  interesting  ways  the  trade  unions  are  utilized. 
Where  a  trade  union  itself  provides  imemployed 
benefit,  it  may  increase  its  disbursements,  by  paying 
out  the  benefits  of  the  insurance  system.  To  it  will 
then  be  repaid  out  of  the  Unemployment  Fund  this 
supplementary  portion;  with  the  proviso,  for  pro- 
tection, that  in  no  case  shall  the  supplement  exceed 
three-quarters  the  amount  the  imion  itself  pays. 

In  connection  with  the  unions  there  is  graf t^  upon 
the  compulsory  insurance  scheme — which  is  not  unlike 
the  sickness  insurance,  and  so,  ulteriorly,  the  German 
system  —  a  series  of  provisions  for  voluntary  insur- 
ance imitated  from  the  so-called  "  Ghent  system."* 
The  characteristic  is  a  public  subsidy  to  imions  paying 
unemployed  benefit,  proportioned  to  the  amounts 
they  pay.  This  principle,  applied  by  numerous  Bel- 
gian and  other  cities,  has  been  incorporated  in 
national  legislation  by  Denmark  and  Norway.  Its 
limitation  is  that  workers  who  are  not  union  members 
—  chiefly  the  unskilled  —  miss  the  advantage  of  the 
subsidy.  Norway  is  exceptional  in  providing  that 
to  get  the  subsidy  imions  must  admit  any  applicant 
to  insurance  membership  at  least.  Such  insurance 
systems  have  had  marked  success.  To  unions  not 
in  the  insured  trades,  paying  out-of-work  benefit,  the 
Uoyd  George  act  will  repay  a  sum  not  exceeding 
one-sixth  of  the  amount  expended  on  out-of-work 
benefit.  Probably  the  subsidy  will  lead  in  England, 
as  it  has  led  elsewhere,  to  greater  effort  on  the  part 
of  the  unions  to  insure  themselves.  It  should  be 
added  that  the  subsidy  is  to  be  granted,  so  as  not  to 
discriminate,  to  unions  within  the  insured  trades 
also. 

^  Its  author  has  objected  to  this  tenn,  because  at  Ghent  penona  not  in  trade  unions 
irere  also  provided  for. 
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IV.  Ulterior  Effects 

Are  there  seeds  of  destruction  in  the  Uoyd  George 
act  ?  Will  experience  prove  the  skeptical  right  ?  Will 
some  day,  when  it  is  too  late,  the  evidence  be  clear 
that  National  Insurance  is  the  all-pervading  cancer 
destroying  the  vitals  of  the  State  —  as  a  German 
critic  held  recently  of  the  German  system  ? 

In  a  realm  so  new  one  can  only  speculate.  Assuredly 
the  mutations  of  society  offer  today  no  more  inviting 
field  for  speculation  than  the  probable  effects  of  in- 
surance schemes.  Enough  that  is  tangible  can  be 
grasped  to  bring  results  not  wholly  imconvincing. 

One  needful  factor  in  a  state  insurance  scheme  is 
economy  of  organization.  At  the  cost  of  certain 
inequalities  among  the  insured,  the  British  act  pro- 
vides a  machinery  unprecedentedly  simple.  The  flat 
rate  of  contribution,  the  high  minimum  of  mem- 
bership in  the  approved  societies,  the  virtually  single 
type  of  society,  supplemented  by  a  simple  state  and 
local  organization,  all  these  point  to  economy.  The 
German  stamp  system,  copied  even  by  France  and 
now  by  England  because  it  seems  indispensable, 
has  not  in  Grermany  created  a  high  cost  of  administra- 
tion. In  1908  sickness  insurance  cost  as  to  adminis- 
tration $.35  a  member  in  Germany,  equal  to  5.25 
per  cent  of  the  year's  expenditures.^  A  state  organiza- 
tion of  medical  service  is  no  imnatural  consequence 
in  an  era  of  public  health  boards,  general  hospitals, 
factory  doctors,  and  insurance  company  doctors;  it 
merely  insists  to  the  full  on  the  economies  of  com- 
bination. 

But  are  not  the  economies  of  combination  over- 
whelmed by  special  losses  when  medical  service  is 

*  Twenty-fourth  Annual  Report  of  U.  S.  Commfcuiionw  of  Labor,  VoL  I»  pp.  1S87, 

laao. 
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part  of  an  insurance  system  ?  The  question  is  most 
serious.  Idleness  and  part  pay  are  not  always  an 
inconvenient  alternative  to  work  at  full  wages.  In 
the  purely  mutual  friendly  societies  malingering  is 
a  parasite  that  only  resolute  management  can  control. 
In  German  employers-aided  insurance  it  is  a  more 
dangerous  foe;  the  strange  institution  of  the  paid 
visitor  has  in  some  places  been  resorted  to  and,  we 
are  told,  without  encoimtering  ill-will!  Many  per- 
sons believe  that  malingering  is  the  whole  or  main 
cause  of  the  increase  in  nimiber  of  average  cases  of 
sickness  and  days  of  sickness  per  year  in  Germany. 
Other  causes  are  given;  the  inclusion  of  diseases  not 
formerly  included  (those  arising  in  misconduct),  the 
doubling  of  the  period  in  which  sickness  benefit  may 
be  paid,  a  heightened  concern  for  less  serious  attacks 
of  illness  previously  passed  in  neglect. 

Another  cause  for  the  increase  in  sickness,  here 
tentatively  urged,  seems  to  have  escaped  attention. 
It  is  probably  one  which  every  insurance  system  must 
contemplate,  even  if  much  preventive  activity  is 
undertdcen.  "  The  sickness-rates  of  the  Friendly 
Societies,"  it  is  said  (as  evidence  of  malingering), 
''  go  steadily  up,  notwithstanding  that  the  death 
rate,  which  usually  measures  the  amount  of  real  dis- 
ease, is  falling  among  the  Friendly  Society  member- 
ship as  among  the  population  at  large."^  The  same 
antithesis  is  pointed  out  for  Germany:  ''in  contrast 
with  the  increase  in  sickness  rates,  there  has  been 
a  decrease  in  the  death-rates."  ^  One  must  ask:  does 
the  death  rate  infallibly  run  parallel  to  the  rate 
of  real   sickness  ?    A  very  high  death  rate  means 

>  8.  and  B.  Webb:  op.  ctt,  p.  167. 

*  I.  G.  Gibbon:  Inraranoe  against  Sioknew  and  Invalidity  and  Old  Age  in  Germany, 
BooDomie  Journal,  June,  1011,  p.  191. 
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usually  that  infant  mortality  is  great;  it  is  less  con- 
clusive of  the  sickness  of  adults.  A  very  low  death 
rate  means  (in  a  population  unaffected  by  migration) 
that  most  people  bom  live  to  old  age.  Now  it  is  a 
familiar  fact  that  among  our  civilized  countries  infant 
mortality  has  declined  and  that  for  every  age  group 
the  expectation  of  life  has  increased.  This  need  not 
signify  that  there  is  less  sickness  per  person,  but 
perhaps  only  that  advanced  medical  and  surgical 
knowledge  and  skill  have  succeeded  in  getting  more 
people  past  crises  than  before.  Physicians  constantly 
tell  us,  of  some  notable  person,  that  with  present 
medical  ways  he  would  not  have  died  when  he  did. 
Excision  of  the  appendix,  for  example,  has  saved 
coimtless  persons  from  death.  For  nearly  every 
serious  disease  the  decline  in  the  death  rate  relative 
to  the  number  of  cases  of  illness  has  been  extraordinary. 
Has  there  been  less  real  sickness?  Of  smallpox, 
yellow  fever,  typhoid,  the  epidemic  diseases  especially, 
there  has  been  much  less.  Here  preventive  medicine 
has  triumphed  signally.  Pneumonia  and  cancer  have 
apparently  been  increasing,  and  the  death  rates  from 
them,  too.  Appendicitis  is  probably  not  less  frequent 
than  it  was.  It  is  doubtful  if  phthisis  is  less,  tho 
fewer  cases  lead  to  death.  The  sexual  diseases  con- 
tinue widespread.  Minor  ailments  are  omnipresent. 
"  Once  you  penetrate  beneath  conventional  acquaint- 
ance there  will  almost  invariably  be  found  some 
fimctional  impairment  of  heart,  liver,  kidneys,  or 
bladder;  or  dyspepsia,  gastritis,  jaimdice,  gallstones, 
constipation,  diarrhea;  or  insomnia,  neiutisthenia, 
nervousness,  neuritis,  neiu*algia,  sick  headache;  or 
tonsilitis,  bronchitis,  hay  fever,  catarrh,  grip,  colds, 
sore  throat;  or  ruptiu^e,  hernia,  phlebitis,  skin  erup- 
tion;   or   rheumatism,   lumbago,   gout,    obesity;    or 
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decayed  teeth,  baldness,  deafness,  eye  ailment,  spinal 
curvature,  lameness,  broken  bones,  dislocations,  sprains, 
bruises,  cuts,  bums,  or  other  troubles."  *  These 
illnesses  are  "  real "  enough.  Some  we  do  not  know 
how  to  prevent.  Some  we  do  not  care  to  prevent 
directly,  but  they  are  points  of  weakness  and  may 
lead  to  more  serious  and,  from  the  new  point  of  view, 
unpreventable  diseases.  Nearly  every  patient  whom 
doctors  save  from  death  retains  a  locus  minoris  re- 
8i8tentiae.  Many  diseases  would  require  miracles 
of  well-ordered  lives  to  prevent.  No  smallpox  tactics 
suffice.  They  come  with  urban  inhabitation  and 
the  excitement  and  joys  of  urban  living.  They  come 
with  the  comforts  and  refinements  of  civilized  life, 
with  means  taken  to  rise  in  the  social  scale  and  means 
taken  to  maintain  social  position.  They  will  always 
depend  upon  the  most  human  of  traits,  the  Bohm- 
Bawerkian  assessment  of  present  goods  above  futiu^ 
goods.  With  more  people  not  only  living  in  cities, 
but  living  and  working  and  playing  indoors,  there 
may  be  a  decreasing  hardiness  of  fibre  in  the  individ- 
ual and  an  increasing  sensitiveness  that  makes  for 
disease. 

The  case  is  not  without  its  compensations.  With 
medical  aid  we  survive  to  later  years.  Statistics 
universally  show  greater  morbidity  with  advancing 
years.  More  of  us  live  to  the  years  of  morbidity. 
We  are  willing  to  be  sick  once  of  tener  next  year  and 
two  weeks  longer  next  year  than  last,  if  in  return  we 
may  be  well  for  nine  tenths  of  next  year.  This  is  true, 
not  "  despite "  a  decrease  in  the  death  rate,  but 
as  a  means  to  the  decrease.  Statistics  to  be  sure  show 
both  in  Germany  and  England,  a  somewhat  increased 

1  I.  Vtther:  Report  on  Natloiua  ^tality  (Bulletin  of  the  Committee  of  One  Hun- 
dred on  Nntionnl  Hedth),  Weahington,  1900.  p.  88. 
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morbidity  for  the  middle  and  early  age  groups  too. 
Apart  from  the  general  influences  described  that  make 
ilbiess  more  frequent,  is  it  not  true  for  these  years, 
as  it  clearly  is  for  later  ones,  that  survival  where  once 
death  would  have  followed  disease  may  leave  individ* 
uals  more  than  normally  susceptible  to  fresh  illness  ? 
Just  how  important  this  factor  is  I  shall  not  venture 
to  say.* 

An  economic  factor  deserves  mention.  So  far  as 
a  population  includes  persons  whose  standards  of 
living  are  low,  who  marry  early  and  have  many  chil- 
dren, insurance  will  for  them  avail  little.  Nay,  it 
may  intensify  the  competition  for  life:  maternity 
benefit  invites  to  the  new  struggle,  sickness  treatment 
postpones  the  death  that  imgjai,  end  the  struggle. 
In  another  direction  the  consequences  of  the  act,  as 
regards  births,  will  be  more  si^iificant.  When  addi- 
tional benefits  are  extended  to  the  worker's  dependents, 
or  when  sickness  or  imemployment  pay  contributes 
to  maintain  children  in  health  (as  it  certainly  will), 
the  death  rate  of  children  will  tend  to  decline.  Corre- 
spondingly the  births  in  such  families  will  be  fewer. 
For  the  workman  whose  standard  of  living  includes 
a  family  of  five  will  be  less  likely  to  have  to  make  good 
by  further  procreation  a  loss  by  death.  With  the 
rapid  acceptance  by  the  working  classes  of  means  of 
voluntary  restriction  of  births,  this  consequence  of 
the  act  may  be  far-reaching. 

The  lioyd  George  Act  presupposes  the  correctness 
of  a  principle  of  action  which  is  still  mooted.  Both 
its  sickness  and  unemployment  provisions  embody 
what  may  be  designated  the  minimum-wage  principle. 
The   contributions   of  employers  and  the  State  will 

>  See  in  oomwetioii  with  this  pMacmih  the  diagram  in  S.  and  B.  Webb.  o|k  eh., 
p.  217,  ahowlng  the  rlelnc  ratea  of  iioknecs  by  aie  gioups. 
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only  in  part  come  out  of  wages.  It  is  striking  that  the 
income-tax  Tnlnimum  of  £160  is  the  maximum  income 
for  an  insurable  person  not  a  manual  worker.  To  him 
that  hath  not  shall  be  given,  from  him  that  hath  shall 
be  taken  away.  Taxes  contributed  indirectly  by  in- 
sured persons  certainly  amount  to  less  than  half  the 
public  income.  The  employers'  contribution  cannot 
all  be  shifted  to  wages.  Largely  therefore  the  pros- 
perous must  subsidize  the  indigent.  The  weak  will 
survive.  The  disproportion  with  the  strong  may  in- 
crease. The  hope  is  that  the  nation  will  gain  because 
the  poor,  cared-f or,  will  become  stronger  industrial  and 
social  citizens.  Malthus  would  have  been  skeptical. 
Yet  nations  have  shown  themselves  capable  in  the  last 
century  of  raising  their  plane  of  living. 

More  serious  may  be  the  moral  menace.  Even  if 
some  of  the  state's  and  employer's  biu*den  is  shifted 
to  the  workmen,  the  form  of  insurance  remains  that 
of  a  great  subsidy.  The  worker  is  getting  not  only  a 
quid  pro  quo  but  a  quid  pro  nihilo.  When  the  worker 
ceases  to  support  the  State  and  the  State  supports  the 
worker,  in  President  Cleveland's  phrase,  trouble  may 
come.  How  Herbert  Spencer  would  have  been  dis- 
heartened by  this  latest  confusion  of  the  '^  law  of  the 
state  "  and  the  "  law  of  the  family  "I  The  question 
of  malingering  sinks  to  secondary  significance.  Mul- 
titudinous dcmgers  are  predicted  to  follow  reliance 
upon  the  State:  loss  of  initiative,  independence,  bold- 
ness, persistence,  industry.  Nay,  these  qualities  are 
even  now  deficient  —  how  can  insurance  implant 
them  ?  Are  we  not  again  in  one  of  these  eras  when 
men  think  only  of  reforming  the  State  and  not  of 
reforming  themselves?  Eloquently  in  the  last  pages 
of  his  monumental  work,  Charles  Booth,  tracing  the 
chief  needs  of  the  people  of  London,  held  greater 
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individual  responsibility  to  be  a  leading  one;  yet  the 
largsses  of  the  State  were  then  more  spare  than  they 
are  now,  and  will  be. 

Those  who  hold  that  all  manly  qualities  are  bom 
of  the  struggle  and  that  the  greater  the  struggle  the 
finer  the  qualities,  will  view  with  regret  the  English 
insurance  system.  They  point  out  that  the  poison 
of  the  peace  movement  is  already  that  it  provides  no 
moral  equivalent  for  war.  With  open  arms  they 
''  welcome  each  rebuff  that  turns  earth's  smoothness 
rough." 

Are  they  right  ?  Their  critics  say:  "  If  terror  be  an 
incentive  to  thrift,  surely  the  penalties  of  the  system  | 
which  we  have  abandoned  ought  to  have  stimulated  j 
thrift  as  much  as  anything  could  have  been  stimulated  I 
in  this  world.  The  mass  of  the  laboring  poor  have 
known  that  unless  they  made  provision  for  their  old 
age  betimes  they  would  perish  miserably  in  the  work- 
house. Yet  they  have  made  no  provision."^  Again, 
''  the  incalculable  risk  of  a  prolonged  depression  of 
trade  ...  is  one  the  exposure  to  which  of  the  individ- 
ual workman  does  little  but  harm.  Such  a  risk  is 
too  much  beyond  his  powers  of  foresight,  and  also  too 
great  in  magnitude  ...  to  exercise  any  appreciable 
effect  in  stimulating  self-help,  while  the  liability  to 
see  all  his  savings  swept  away  in  a  few  weeks  by  cyclical 
fluctuations  in  employment  which  he  can  do  nothing 
to  avoid  is  a  demoralising  risk  acting  on  his  character 
precisely  like  the  liability  to  earthquake  or  other 
catacl}rsm,  and  discouraging  to  .  .  .  the  development 
and  maintenance  of  habits  of  providence.''  *  And 
again,  '^  It  is  a  great  mistake  to  suppose  that  thrift  is 

>  W.  Churohill,  op.  cit.  p.  209;  the  powase  ia  from  aa  addrefls  «poken  at  Dundee,      / 
',1908. 


•  H.  UeweDyn  Smith,  op.  cit..  p.  11. 
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caused  only  by  fear;  it  springs  from  hope  as  well  as 
from  fear;  where  there  is  no  hope,  be  sure  there  will 
be  no  thrift."^ 

With  an  important  reservation,  these  views  may  be 
held  pertinent.  The  reservation  is  that  the  nation 
which  adopts  an  insurance  system  must  be  a  democratic 
nation.  Slaves  and  the  downtrodden,  those  doomed 
to  stay  always  where  they  are,  will  dissipate  a  gift  and, 
so  far  as  not  prevented,  will  refrain  from  arduous 
activity.  But  where  men  are  free  to  rise,  where  handi- 
caps of  birth  and  circumstance  can  be  broken  through, 
where  the  successive  rewards  of  successive  valuable 
activities  are  always  paid  in  position  or  cash,  there  men 
will  strive  to  rise.  These  things  lacking,  national  in- 
surance becomes  an  instrument  to  atrophy  and  decay. 
The  same  things  present,  the  competition  of  men  among 
men  is  merely  lifted  to  a  higher  plane.  The  elevation 
of  the  race  from  barbarism  to  civilization  has  been 
one  long  process  of  losing  some  modes  of  competition 
and  acquiring  new  modes.  Once  the  struggle  for  life 
ruled  brutally;  that  greatly  abated  or  softened,  the 
struggle  for  better  living  becomes  among  modem 
peoples  the  stronger  passion.  We  are  not  so  far 
away  from  the  old  days  but  that  checks  and  hedges 
are  needful  to  steer  our  course  through  insiu*ance,  but 
of  democracy  we  have  a  greater  measure  than  hitherto 
and  we  think  we  shall  have  a  still  greater  measure  in 
the  futm«. 

Robert  F.  Foerstbr. 

Habvabd  Univbbsitt. 

t  W.  Gburolull,  op.  oit.,  p.  209. 
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320.  —  III.  Productivity  theory  based  on  restricted  view  of  productive 
process,  322.  —  Impossibility  of  distinguishing  a  product  of  capital  if 
entire  process  is  taken  into  consideration,  323.  —  IV.  Minimum  of 
data  necessary  to  theory  of  income  of  capital,  324.  —  FaUure  of  certain 
theories  to  account  for  necessary  data,  325.  —  Capital  resolvable 
into  wages,  326.  —  Wages  determined  independently  of  product  of 
capitalistic  industry,  327.  —  Income  of  capital  a  residual,  328. — 
V.  How  profit  is  kept  from  consumer,  332.  —  How  profit  is  kept  from 
laborer,  333.  —  The  capitalistic  opportunity  curve,  334.  —  Dependence 
of  capitalistic  income  on  limited  development  of  capitalism,  335. — 
How  rate  of  profit  is  determined,  337.  —  Limitations  of  theoretical 
method,  338. 


The  bias  in  favor  of  ''psychological"  economics 
has  found  its  perfect  expression  in  a  recent  develop- 
ment of  the  agio  theory  of  interest.  The  much  ques- 
tioned "technical  superiority  of  present  goods,"  the 
"objective"  factor  in  Bohm-Bawerk's  formulation, 
has  been  eliminated.  Of  the  "  causes "  of  interest 
there  remain  only  the  subjective  factors,  as  a  careless 
but  convenient  usage  permits  us  to  call  the  supposed 
desires  and  valuations  of  the  consumer.  The  agio 
theory  has  thus  become  what  Bohm-Bawerk  asserted 
it  to  be,  a  logical  development  of  the  Austrian  theory 
of  value.  As  such  it  describes  the  "  economic  man," 
comparing  utilities  not  only  of  goods  in  the  present 
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and  immediate  future,  but  of  the  prospective  goods 
of  years  to  come.  Interest  becomes  a  problem  in 
"  subjective  value."  But  is  such  a  solution  of  the 
"vexed  problem"  possible?  And  if  not,  in  what 
direction  should  an  inquiry  into  the  nature  and  rate 
of  capitalist  income  proceed  ? 

To  one  not  altogether  imder  the  spell  of  the  "  eco- 
nomic man"  and  his  utilitarian  calculus,  the  first 
impression  made  by  this  theory  is  that  of  remoteness 
from  all  the  more  obtrusive  facts  of  economic  life. 
Does  time-preference  *  have  any  real  effect  in  the 
business  of  the  world  ?  We  may  admit  that  there 
are  reasons  for  desiring  to  have  goods  at  one  time 
rather  than  at  another.  The  professorial  imagination 
has  found  no  difficulty  in  devising  occasions  for  com- 
paring present  with  future  utilities,  for  forming  pref- 
erences and  noting  "  time-values."  But  such  mental 
exercises  are  of  no  importance,  unless  time-preference 
is  a  psychic  state  that  actually  enters  into  the  trans- 
actions out  of  which  interest  grows;  unless  it  plays 
a  part  in  borrowing,  lending,  and  investing. 

Now  whatever  the  mental  states  of  the  investor 
may  be,  they  are  not  those  attributed  to  him  by  the 
time-preference  theory.  That  theory  suggests  a  post- 
ponement of  consumption,  i.e.  the  consumption  at 
some  time  of  the  capital  which  has  been  saved  and 
invested.  It  formulates  a  comparison  between  a 
present  quantity  of  consumable  goods  on  the  one  hand, 
and  an  equal  futiu*e  quantity  of  goods  in  addition 
to  the  interest,  on  the  other.  But  obviously,  investors 
do  not,  as  a  rule,  contemplate  consuming  their  capital. 
The  capital  does  not  enter  into  both  terms  of  the 
comparison  between  present  and  future  sums.    What 

^  Time-praferanoe  la  defined  by  ProfoMor  Irving  Fuher,  Rate  of  Intenet,  p.  88, 
■a  the  ezoea  of  praaent  dealrablllty  of  preaent  fooda  over  the  praaent  dealrablll^  of  an 
agual  amount  of  ftttara  cooda. 
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the  investor  does  is  to  compare  the  present  or  early 
consumption  of,  let  ns  say,  one  thousand  dollars  worth 
of  goods  once  and  for  all,  with  the  later  consimiption 
of  a  permanent  annual  income  of  fifty  dollars  worth  of 
goods  obtainable  without  labor.  There  is  a  com- 
parison, indeed,  of  consimiable  wealth  or,  if  you  will, 
of  "  psychic  income,"  or  utilities  of  goods;  but  it  is 
of  goods  or  income  appearing  under  very  different 
conditions.  A  relatively  large  temporary  satisfaction 
of  desires  is  given  up;  a  permanent,  unlaborious 
recurrence  of  a  much  smaller  sum  is  gained.  The 
permanent  character  of  interest  income,  and  the  fact 
that  it  comes  without  labor  on  the  part  of  the  recipient, 
are,  to  the  capitalist,  the  significant  characteristics 
of  the  '^  future  goods  "  he  purchases  by  means  of  his 
present  goods.  In  the  case  of  the  active  entrepreneiu*, 
as  distinguished  from  the  capitalist-lender,  the  cal- 
culations of  an  investment  are  slightly  different,  but 
equally  unfavorable  to  the  time-preference  concept. 
The  entrepreneur  also  hopes  to  get  an  income  as  a 
percentage  of  his  thousand  dollars,  but  looks  for  a 
higher  rate  than  the  capitalist;  he  looks  for  what, 
following  the  usage  of  the  classical  economists,  we 
may  call  "  profits  of  capital."  To  him  the  important 
aspect  of  investment  is  the  fact  that  it  represents 
business  opportimity.  Neither  capitalist  nor  entre- 
preneur, however,  lets  a  future  capital  sum  ent^  into 
comparison  with  present  goods. 

The  purposes  and  calculations  that  lead  up  to  and 
prevail  in  the  process  of  investment  are  not  those 
suggested  by  the  theory  under  consideration.  Time- 
preference  is  not  consciously  present.  Indirect  evi- 
dence, moreover,  that  estimates  of  time-value  are 
not  an  important  factor,  may  be  f oimd  by  considering 
the  rates  of  interest  on  loans  for  different  lengths  of 
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time.  If  any  part  were  played  by  a  comparison  of 
the  utility  or  value  of  the  capital  sums  loaned  and 
returned,  or  of  the  goods  these  sums  represent,  then 
the  longer  the  time  intervening  before  the  payment 
of  the  loan,  the  higher  the  agio  or  total  of  interest 
necessary  as  premiiun  on  present  goods,  or  discoimt 
of  the  distant  futiu*e  goods.  If  the  preference  for 
present  possession  grew  in  direct  ratio  with  the  length 
of  the  loan  period,  a  uniform  annual  rate  of  interest 
would  be  demanded  for  all  loans  of  equal  risk.  A 
thirty  year  loan  of  one  thousand  dollars,  for  instance, 
would  receive  six  times  as  many  annual  payments 
of  fifty  dollars,  as  a  five  year  loan.  But  perhaps  it 
may  be  argued  that  if  time-preference  governs  the 
loan  market,  a  prospect  of  payment  at  a  very  distant 
date  would  call  for  a  higher  rate  of  discount  than  a 
short  period  loan,  that  if  a  five  year  loan  is  satisfied 
with  5  X$50,  a  thirty  year  loan  would  demand  30  xWO; 
preference  for  present  goods  and  sums  growing  at  a 
greater  rate  than  the  time  interval  before  the  final 
payment.  The  facts  of  the  loan  market,  however, 
do  not  fit  either  of  the  above  suppositions  as  to  the 
rate  of  growth  of  preference  for  present  possession 
with  increasing  remoteness  of  futiu*e  payments,  and 
do  not,  therefore,  fit  the  necessities  of  the  time-pref- 
erence theory.  Instead  of  a  rate  of  interest  on  long 
time  loans  equal  to,  or  greater  than,  that  on  short 
loans,  we  usually  have  a  lower  rate,  —  evidence  that 
an  undisturbed  annual  income  is  desired,  and  not  the 
return  of  the  whole  equivalent  of  the  "  present  goods  " 
invested. 

Another  weakness  of  the  time-preference  theory 
is  its  apparently  necessary  implication  of  an  exchange 
of  present  against  future  goods.  If  no  exchange  of 
this  kind  can  be  demonstrated  as  part  of  the  important 
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transactions  in  which  the  income  of  the  capitalist 
arises,  the  conceivable  influence  -  of  time-preference 
is  too  limited  to  afford  the  basis  of  a  complete  explana- 
tion of  interest.  Is  there  an  exchange  of  this  nature 
between  the  capitalist  as  lender,  and  the  entrepreneur 
as  borrower  ?  The  former  gives  present  goods.  The 
latter,  however,  does  not  consume  them,  but  invests 
them  in  his  business.  Obviously,  both  capitalist 
and  entrepreneur  look  for  a  future  return.  They 
share  in  the  profit  of  capital,  the  capitalist,  because 
free  of  risk  and  labor,  contenting  himself  with  a  part 
of  the  profit  known  as  interest.  Interest  is  ''com- 
muted profit."  ^  What  is  really  given  in  exchange, 
therefore,  is  not  consumable  quantities  of  wealth  of 
different  dates,  but  different  means  and  conditions 
of  securing  income.  If  there  is  an  actual  exchange 
of  present  for  future  goods,  connected  in  any  way 
with  the  capitalistic  production  of  wealth,  apparently 
it  must  be  between  entrepreneur  and  laborer.  But 
no  argument  is  needed  to  show  that  between  these 
two  parties  there  is  no  conscious  bargaining  over  any 
difference  in  value  due  to  the  time  that  must  elapse 
before  goods  become  available  for  consumption.  Was 
there  ever  a  laborer  conscious  of  a  rate  of  time-pref- 
erence ?  And  was  any  such  rate  ever  mentioned  in 
the  contest  between  trade-union  and  employer  ?  It 
is  a  safe  conclusion  that  in  the  wage-contract,  the  one 
business  relation  in  which  present  goods  appear  to  be 
given  for  future  goods  on  a  large  scale,  time-preference 
plays  no  perceptible  part  and  that  the  fiction  of  an 
exchange  of  time-values  leads  to  absurdities.  It 
would  appear,  therefore,  that  the  concept  of  time- 
preference  with  its  necessary  implications  is  not  fruit- 
ful  for  the  theory  of  interest.    It  may  have  some 

1  Hftdlegr,  EoonomteB,  p.  270. 
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value  in  the  apologetics  of  the  capitalist  system,  but 
for  the  scientific  explanation  of  the  source  and  rate 
of  capitalist  income,  it  has  too  little  relation  to  the 
actual  forces  at  work  in  the  industrial  world. 


II 

A  partial  concession  to  the  bias  in  favor  of  economic 
analysis  based  on  subjective  factors  is  the  abstinence 
theory  as  set  forth  by  those  who  make  it  part  of  a  dual 
explanation  of  interest,  assigning  to  abstinence  the 
regulation  of  the  supply  of  capital,  while  demand  is 
traced  to  other  sources.  As  an  account  of  the  psy- 
chology of  investment,  it  is  not  open  to  the  same 
objections  as  the  time-preference  or  agio  theory. 
To  some  writers,  it  is  true,  the  two  theories  seem 
indistinguishable.  It  is  possible,  however,  to  for- 
mulate the  abstinence  theory  in  such  a  way  as  to  avoid 
the  erroneous  appearance  of  an  exchange  of  a  present 
capital  (C),  against  a  lump  smn  C  +  i  (i  representing 
interest).  The  exchange  may  be  taken  to  be  that  of 
C  against  a  series  —  i,  i,  i,  i  —  of  regularly  recurrent 
sums. 

The  theory  has  not  escaped  criticism.  The  doubts 
expressed  by  different  writers  as  to  whether  the  con- 
nection between  the  movements  of  the  rate  of  interest, 
and  the  increase  or  decrease  of  saving  and  abstinence, 
is  that  assumed  by  this  theory,  have  not  been  entirely 
disposed  of.  They  make  it  appear  at  least  questionable 
whether  abstinence  acts  in  such  a  uniform  manner  as 
to  allow  any  valid  generalization. 

The  objection  that  the  large  capital  accumulations 
of  the  rich  are  subject  to  no  cost  of  abstinence,  was 
apparently  met  by  limiting  the  significance  of  absti- 
nence to  the  marginal  saver.    But  this  answer  is  not 
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oonclusive.  It  was  not  proved  by  the  adherents  of 
the  theory  that  abstmential  savmgs  are  of  sufficient 
amount  to  be  in  any  way  regulative  of  the  rate  of 
interest.  No  inquiry  was  made  as  to  whether  the 
capital  that  comes  without  abstinence  may  not,  with 
its  larger  volume  and  more  rapid  changes,  leave  the 
tendencies  and  effects  of  abstinential  savings  a  purely 
secondary  movement,  of  imperceptible  influence  on 
the  actual  rate  of  capitalistic  income.  Nor  can  it  be 
said  that  the  conception  of  the  rate  of  interest  as  a 
"  supply  price,"  inducing  more  or  less  marginal 
saving  as  it  moves  upward  or  downward,  is  essential 
to  an  xmderstanding  of  how  the  rate  is  kept  within 
certain  limits.  It  may  be  held  that  the  savings  which 
rise  and  fall  with  the  rate  in  such  manner  as  to  bring 
the  interest  rate  to  a  point  of  equilibriiun,  are  savings 
taken  out  of  interest  and  profit,  rather  than  out  of 
wages  and  salaries.  They  rise  and  fall,  not  because 
of  increase  or  decrease  of  inducement  or  "  reward  " 
held  out  to  the  saver,  but  because  of  an  increase  or 
decrease  of  the  income  out  of  which  savings  are  made. 
Assume  the  standard  of  living  to  remain  unchanged 
among  the  classes  whose  income  is  large  enough  to 
make  saving  habitual  and  continuous,  and  a  change 
in  the  volume  of  saving  easily  follows  a  correspond- 
ing change  in  the  volume  of  income.  There  is  no 
searching  of  heart  and  of  pocket-book  to  see  whether 
some  anticipated,  tho  uncertain  percentage,  offers 
sufficient  reward  for  the  pangs  of  abstinence.  The 
dubious  implication  of  the  abstinence  theory  is  that 
a  little  more  or  less  of  calculating  abstention  from 
consumption  makes  a  great  difference,  and  that  the 
prime  factor  in  bringing  things  to  an  equilibriimi  is 
a  mental  occupation  with  a  future  fact,  i.  e.  with  an 
anticipated  reward.    The  moving  fact,  on  the  contrary, 
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is  one  that  belongs  to  the  past  rather  than  to  the  f  uture, 
the  fact  of  increase  or  decrease  of  income.  And  the  ob- 
jective fact  of  increased  or  decreased  income  may  exert 
a  regulative  eflfect  on  the  supply  of  capital  without 
involving  subjective  factors,  i.  e.  without  calculation 
of  what  is  lost  or  gained  by  saving  and  investment. 
Let  spending  go  on  at  a  given  rate,  and  saving^ 
be  what  is  left  unspent.  Then  a  rise  or  fall  of  money 
income  means  an  equal  rise  or  fall  of  this  unspent 
residuum.  It  is  not  necessary,  therefore,  to  refer  to 
psychic  factors,  in  order  to  arrive  at  a  sufficient 
explanation  of  those  regulative  movements  in  the 
supply  of  capital  which  check  the  fluctuations  of  the 
interest  rate. 

Moreover  the  accumulations  that  come  out  of  large 
incomes  of  profit  and  interest  are  the  only  savings 
which  can  change  with  sufficient  rapidity  and  volume 
to  be  decisive.  They  are  at  once  affected  by  every 
change  in  the  rate  of  profit  and  interest,  while  the 
savings  made  with  reference  to  an  anticipated  rate 
change  too  slowly  to  have  any  perceptible  influence. 
The  effect  of  the  latter  can  at  most  be  a  tendency,  — 
a  tendency  nipped  in  the  bud  by  the  effect  of  the 
larger  and  swifter  volume  of  those  savings  which 
change  merely  because  income  has  changed.  It  is, 
therefore,  doubtful  whether,  except  in  periods  of 
unusual  stability  of  the  interest  rate,  the  prevailing 
rate  is  ever  one  that  just  compensates  the  marginal 
saver's  cost  of  abstinence.  And  when  this  happens, 
it  is  not  because  the  marginal  savers  have  helped  to 
make  the  rate  what  it  is,  but  because  they  have  ad- 
justed themselves  to  existing  conditions.  It  is  evident, 
therefore,  that  the  induced  savings,  those  made  with 

1  Tbe  word  aeeumvlaHon  rather  than  the  word  *'  saving  *'  should  perhaps  be  uaad 
In  this  eonnectton,  as  less  oonnotatlve  of  thought  and  eflfort. 
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reference  to  a  given  rate  of  prospective  reward,  the 
savings  which  the  abstinence  theory  places  in  the 
center  of  the  stage,  have  so  little  influence  on  capital 
accumulation  and  the  rate  of  capitalistic  gain,  that  a 
general  theory  of  interest  is  warranted  in  disregarding 
their  existence.  Even  if  the  abstinence  theorists 
have  correctly  analyzed  their  origin  and  action,  — 
a  matter  of  some  doubt,  —  these  calculated  abstinential 
savings  are,  to  the  extent  of  their  tenuous  being,  a  mere 
epiphenomenon  of  our  modem  economic  system. 
They  are  not  of  sufficient  significance  to  find  a  place 
in  a  general  theory,  and  contribute  practically  nothing 
to  the  determination  of  the  existing  rate  of  interest. 

For  the  great  accumulations  of  capital  which  rise 
and  faU  with  the  rise  and  fall  of  income,  the  prime 
factor  or  determinant  of  changing  rates  of  accumula- 
tion is  the  amount  of  income  out  of  which  savings  are 
made.  In  our  description  of  these  accumulations  as 
an  unspent  residuum  of  income  we  have  assumed, 
however,  a  certain  quantity  of  expenditure  or  standard 
of  living.  This  expenditure  constitutes  a  limiting 
factor  to  the  quantity  of  capital  accumulation,  and 
the  abstinence  theorist  may  argue  that  the  estab- 
lishment of  such  a  standard  of  expenditure  involves 
some  comparison  or  calculation  of  the  relative  utility 
of  spending  and  of  saving.  Now  the  occurrence  of 
occasional  meditations  upon  the  relative  utility  of 
saving  and  of  spending  may  be  granted,  and  also  their 
effect  on  the  formation  of  a  standard  of  living.  But 
it  is  denied  that  for  the  class  of  savers  under  considera- 
tion the  prospect  of  any  given  rate  of  return  enters 
into  the  attractions  of  saving  or  accumulating  capital. 
To  be  sure,  expected  returns  of  some  kind  on  invest- 
ment constitute  an  inducement  to  saving,  a  support 
of  tiie  habit  of  saving,  a  general  reason  for  saving  at 
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all.  But  that  does  not  mean  that  different  rates  of 
prospective  return  directly  determine  the  amount  of 
saying.  The  implication  of  the  abstinence  theory, 
that  prospective  rates  of  return  have  this  determin- 
ing effect,  has  never  been  more  than  an  unproved 
assumption.  Moreover,  such  considerations  of  the 
attractions  of  saving  as  may  affect  the  standard  of 
expenditures  are  occasional,  and  do  not  come  in 
response  to  every  change  in  the  rate  of  interest.  It 
is  legitimate,  therefore,  to  regard  the  standard  of 
living  as  a  relatively  fixed  factor  and  to  account  for 
changes  in  the  rate  of  capital  accumulation  as  result- 
ing primarily  and  directly  from  changes  in  the  volume 
of  income. 

If  the  view  just  presented  gives  a  substantially 
true  picture  of  what  takes  place  in  the  modem  world 
of  capital  accumulation  and  investment,  we  need  not 
look  to  the  abstinence  theory,  nor  to  any  theory  based 
primarily  on  "  subjective  "  factors,  for  an  explanation 
of  the  rate  of  capitalistic  income.  It  may  be  granted 
that  there  are  subjective  factors,  and  that  theoreti- 
cally they  have  some  effect  on  capital  and  its  rate  of 
retiun.  The  direction  and  character  of  that  effect 
are  doubtful.  But  the  obviously  important  facts  are 
objective  in  their  nature;  and  to  these  our  attention 
may  now  be  directed. 

Ill 

In  studying  the  objective  factors  of  the  process  of 
capitalistic  production  and  distribution,  we  cannot 
escape  consideration  of  the  productivity  theory  of 
interest.  It  has  taken  on  a  great  variety  of  forms, 
but  in  almost  all  cases  it  operates  with  a  conception  of 
capital  as  a  group  of  concrete  goods  used  as  instru- 
ments of  production.    A  numb^  of  objections  have 
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been  urged  against  it,  the  most  serious  being  that  the 
value  of  capital  goods  which  it  assumes  as  known 
cannot  be  determined  independently  of  the  rate  of 
interest.  In  trying  to  account  for  the  rate  of  interest, 
it  moves  in  a  circle.  This  objection  has  been  stated 
so  frequently  and  so  well,  that  it  requires  no  further 
discussion.  Another  weakness  of  the  theory  is  its 
failure  to  take  account  of  certain  important  interest- 
yielding  investments.  The  entrepreneur  expects  to 
gain  at  least  the  rate  of  interest  from  aU  of  his 
business  outlays;  not  only  from  what  he  spends  for 
'^  capital  goods/'  but  also  from  his  escpenditiu'es  for 
labor.  The  productivity  theory,  in  restricting  capital 
to  concrete  instruments  and  materials,  says  nothing 
about  the  interest  earned  by  the  employer's  pay-roll. 
Its  conception  of  capital  is  too  narrow. 

These  shortcomings  of  the  popular  form  of  the 
theory  raise  the  question  whether  the  source  of  trouble 
may  not  be  a  failure  to  consider  the  fundamental 
character  of  capitalistic  production.  The  restricted 
concept  of  capital  limits  the  view  to  one  segment  of 
the  long  process  of  production.  In  asking  what  is 
added  to  the  product  by  the  use  of  a  given  capital 
good,  the  productivity  theory  fixes  attention  on  one 
of  the  later  stages  of  the  process  of  production  and 
fails  to  go  back  to  the  beginning  of  the  process.  It 
proceeds,  in  the  language  of  Bdhm-Bawerk,  as  if  the 
capital  had  dropped  from  heaven.  If,  however,  we 
broaden  the  concept  of  capital,  and  include  every 
class  of  instnunent  connected  with  productive  in- 
dustry, and  if  we  view  the  process  of  production  not 
by  detached  portions,  but  as  a  whole,  a  productivity 
theory  of  any  kind  becomes  impossible.  In  the  view 
of  the  productive  process  as  a  whole,  it  appears  that 
we  have  nothing  before  us  but  human  labor  acting 
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upon  the  physical  world.  There  is  no  capital  as  a 
distinct  productive  factor.  The  investment  of  capi- 
talist and  entrepreneiu*,  the  use  of  capital  regarded 
from  the  point  of  view  of  production,  is  nothing  but 
a  special  way  of  applying  labor,  the  "  round-about/' 
indirect,  capitalistic  way.  And  while  nothing  but 
labor  is  used,  nothing  is  paid  out  by  the  entrepreneur 
in  his  business,  nothing  is  ''  invested,''  that  is  not 
looked  upon  as  capital.  Entrepreneurs  as  a  class, 
however,  pay  out  nothing  but  wagea.^  It  is  only 
between  members  of  the  class  of  entrepreneurs,  be- 
tween those  in  control  of  the  different  segments  of 
the  process  of  production  of  any  commodity,  that 
payments  are  made  for  anything  that  is  not  labor. 
The  purchase  and  sale  of  the  products  of  labor,  which, 
as  "  intermediate  goods,"  are  necessary  in  making 
consumable  goods,  are  a  purely  intra-class  affair. 
As  such,  these  transactions  are  only  a  method  of  divid- 
ing up  the  investment  and  the  gains  of  capital  in  an 
extended  process.  In  a  comprehensive  view  of  the 
process  of  production,  there  are,  therefore,  no  separate 
outlays  for  labor  and  for  capital.  How,  then,  can 
one  distinguish  a  separate  "  product  of  capital "  ? 
How  trace  any  such  connection  between  product  and 
the  retiun  of  capital  as  would  justify  us  in  formulating 
a  productivity  theory  ? 

IV 

Our  hasty  examination  of  some  of  the  most  widely 
accepted  theories  points,  in  the  main,  to  negative 
conclusions.  Considerations  of  space  forbid  a  review 
of  other  theories  and  variants  of  theories.  But  perhaps 
enough  of  criticism  has  been  given  to  prepare  for  a 
consid^^tion  of  the  nature  of  the  problem  before  us 
and  the  data  necessary  to  its  solution. 

1  Setting  Mlde  laad  rent  and  teiee. 
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To  make  income  appear  as  interest,  it  must  be 
escpressed  as  a  proportion  or  percentual  rate.  Profit 
of  capital,  too,  is  a  rate.  If  it  were  not  calculable  in 
this  form,  the  entrepreneur  would  not  know  what  to 
bid,  in  his  bargain  with  the  capitalist,  and  the  capi- 
talist would  be  ignorant  of  the  business  value  of  what 
he  had  to  offer.  Let  the  rate  of  income  (whether 
interest  or  profit)  be  represented  by  R,  the  income 
by  I,  the  capital  by  C.    Then 

I  =  CR. 

A  fourth  quantity  of  importance  to  the  theory  of 
interest,  the  gross  income,  is  given  in  the  equation 
I'  =  I  +  C. 

It  will  sufiSce  to  know  two  of  the  quantities  given 
in  the  above  equations,  in  order  to  calculate  the  re- 
maning two.  The  theory  of  interest  need  not,  there- 
fore, explain  the  quantitative  determination  of  more 
than  two  of  the  four  quantities.  These,  however, 
must  be  calculated  independently  of  the  other  two. 
To  derive  them  by  assiuning  one  or  both  of  the  re- 
maining values,  and  then  to  turn  about  and  use  them 
in  aceoimting  for  the  latter,  would  obviously  be  reason* 
ing  in  a  circle. 

None  of  the  theories  so  far  examined  has  explained, 
or  appears  to  be  justified  in  assuming  as  accounted  for, 
more  than  one  quantity.  That  quantity  is  I '  (the 
gross  income),  if  taken  in  the  sense  of  the  product  in 
the  shape  of  consumable  goods,  of  a  completed  process 
of  production.  Its  physical  amount  is  explained  by 
refer^ice  to  the  technical  conditions  of  production, 
and  its  value  by  the  demand  of  the  market.  If, 
however,  I'  is  to  include  the  products  of  different 
stages  of  the  productive  process  —  producer's  goods 
as  well  as  consumer's  goods  —  it  cannot  be  accounted 
for  without  bringing  in  one  of  the  other  three  values. 
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The  productivity  theory  aims  to  escplain  R,  the 
rate,  by  showing  the  relation  between  C  and  either 
I  or  I'.  It  must  therefore  account  for  the  value  of 
C,  the  capital,  and  at  that  point,  as  critics  have  shown, 
the  theory  breaks  down.  The  time-preference  and 
abstinence  theories  seek  the  origin  of  R  in  subjective 
conditions.  But  the  time-preference  theory  gives  a 
false  view  of  the  psychology  of  investment,  and  the 
abstinence  theory,  while  suggesting  factors  which 
may  have  some  influence  on  investment,  fails  to  prove 
that  those  factors  give  a  definite  quantitative  result, 
or,  in  other  words,  that  they  make  R  just  what  it  is. 

One  other  quantity  besides  I'  (taken  as  the  con- 
sumable product  of  a  completed  process)  must  be 
foxmd.  The  attempts  to  find  an  independent  origin 
for  R  have  failed,  and  no  way  has  been  suggested  of 
computing  I  without  the  introduction  of  either  C  or 
R.  The  theory  of  the  income  of  capital  must,  there- 
fore, show  the  quantitative  determination  of  C.  No 
other  course  is  left.  With  C  determined,  as  well  as 
I',  the  minimum  of  data  needed  is  given.  But  C 
must  be  determined  independently  of  I  (the  income), 
and  of  R  (the  rate).  Furthermore,  as  there  appears 
to  be  no  way  of  deriving  C  from  I '  except  by  a  not 
permissible  use  of  either  R  or  I,  we  may  say  that  it  is 
a  necessity  of  theory  that  capital  (C)  be  accounted 
for  independently  of  the  other  values  with  which  the 
theory  of  interest  and  profit  has  to  reckon. 

What  is  capital  ?  If  we  view  the  production  of 
any  kind  of  consumable  good  as  a  whole,  and  disregard 
its  segmentation  into  particular  industries,  we  see 
that  what  entrepreneurs  and  capitalists,  as  a  class, 
invest  is  just  wages,  nothing  more.  If  capital  be 
taken  to  mean  simply  wages,  and  wages  can  be  shown 
to  be  determined  independently  of  income  of  capital, 
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rate  of  profit  or  interest,  and  gross  income,  our  prob- 
lem is  solved.  In  view  of  the  impossibility  of  securing 
the  data  necessary  to  a  complete  theory  in  any  other 
way,  it  would  appear  worth  while  to  try  the  concept 
of  capital  as  consisting  of  the  total  of  wages  and  see 
where  it  will  lead. 

To  the  thought  that  wages  are  determined  inde- 
pendently of  the  gross  income,  the  product  of  labor, 
objection  may  be  made  from  the  point  of  view  of 
the  widely  accepted  productivity  theory  of  wages.  It 
may  be  maintained,  however,  that  whUe  the  price  of 
labor  is  indeed  determined  by  its  productivity,  the 
labor  whose  product  determines  the  level  of  wages, 
is  not  labor  which  is  employed  in  capitalistic  industry. 
The  entire  supply  of  labor  of  all  countries  in  com- 
mimication  with  the  world's  market  needs  to  be  con- 
sidered; not  only  labor  employed  by  capital  but  also 
labor  which  is  only  potentially  a  supply  to  the  capi- 
talist-entrepreneur or  competes  with  the  labor  that 
is  part  of  such  potential  supply.  It  is  not  necessary 
nor  in  keeping  with  the  methods  of  economic  theory, 
to  hold  to  a  productivity  theory  of  wages  which  makes 
it  appear  that  we  have  the  labor  supply  of  capitalistic 
districts  only  to  reckon  with.  The  price  of  labor  is 
determined  by  its  product  not  at  the  margin  of  em- 
ployment, but  at  the  margin  of  opportunity,  the 
margin  open  to  non-capitalistic  free  labor.  If  it  were 
the  product  of  employed  labor  only  that  determined 
wages,  it  would  be  necessary  to  assiune  a  rate  of  in- 
terest to  get  at  the  rate  of  wages.  The  employer 
could  not  afford  to  pay  more  than  the  discounted 
value  of  the  product  to  the  laborer.  But  interest  or 
discount,  we  are  trying  to  show,  grows  out  of  the 
difference  between  value  of  product  and  price  of  labor. 
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It  does  not  detennixie  wa^es,  but  is  detennixied  by 
wages.  It  is  necessary,  therefore,  unless  we  are  willing 
to  accept  some  explanation  of  a  rate  of  interest  based 
on  subjective  grounds,  that  we  account  for  the  price 
of  labor  independently  of  the  rate  of  interest,  or  of 
the  product  of  capitalistic  industry.  If  we  view  the 
productive  process  as  a  whole,  instead  of  taking  it  by 
segments  and  designating  the  intermediate  products 
of  labor  as  capital,  it  appears  very  clearly  that  we  are 
driven  to  a  choice  between  two  theories  of  residual 
income.  Either  we  must  show  the  rate  of  interest  as 
determined  by  subjective  factors,  by  calculations  of 
the  cost  of  abstinence  or  waiting,  —  in  which  case  the 
wage-earner  is  the  residual  claimant,  —  or  we  must 
find  an  independent  explanation  of  wages,  in  which  case 
profit  of  capital  can  be  accoimted  for  as  residual  income. 
Now  as  regards  the  price  of  unskilled  labor,  the 
determining  factors  are  the  conditions  of  life  and 
work  of  the  classes  from  which  capitalistic  industries 
recruit  their  industrial  armies,  the  peasantry  and 
handicraftsmen  of  the  old  world,  and  the  potential 
frontiersmen  of  the  new.  What  are  the  conditions 
of  land  ownership  and  opportimities  of  getting  land  7 
What  the  quality  and  location  of  land  accessible  to 
peasant  or  pioneer?  What  the  legal  and  social 
institutions  of  countries  just  emerging  from  precapi- 
talistic  conditions  and  customs  ?  Such  factors  as 
the  enclosure  of  common  lands,  the  assertion  of  feudal 
privileges  and  political  oppression,  the  ruin  or  persis- 
tence of  handicrafts,  together  with  factors  affecting 
the  ease  or  difficulty  of  transportation  to  the  scene 
of  capitalistic  industry  or  away  from  it  to  a  frontier 
of  free  land,  have  been  at  different  times  and  places 
the  important  forces  determining  what  supplies  of 
labor,  and  at  what  price,  could  be  obtained  for  f actory. 
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mine,  and  railroad.  On  the  whole^  the  price  that  must 
be  paid  is  determined  by  a  standard  of  living  that  has 
grown  out  of  the  economic  opportunities  of  those 
rural  and  non-capitalistic  districts  and  occupations 
from  which  new  supplies  of  labor  are  drawn.  In  these 
districts  and  occupations  the  productivity  of  labor 
and  the  standard  of  living  have  come  to  an  equilibrium^ 
determining  thus  the  average  income  of  the  classes 
from  which  come  the  new  recruits  for  capitalistic 
employment.  The  wage  that  needs  to  be  paid  to 
seciu'e  such  labor  is  equal  to  that  income,  with  possibly 
enough  in  addition  to  pay  cost  of  transportation  and 
to  create  a  sufficient  inducement  for  the  necessary 
change  of  occupation  and  residence.  In  such  manner 
the  price  of  unskilled  labor  may  be  accoxmted  for. 
For  work  of  higher  grade  the  capitalist  must  pay  the 
wage  of  unskilled  labor  plus  the  expenses  of  rearing 
and  educating  a  more  specialized  or  a  more  intelligent 
type  of  man  or  woman.  According  to  this  view, 
unskilled  labor  is  the  source  of  supply  of  skilled  labor. 
In  the  long  run,  it  is  not  the  productive  value  of  high 
grade  labor  that  determines  its  reward,  but  the  cost 
of  unskilled  labor  and  of  converting  unskilled  into 
skilled  labor.  The  price  of  imskilled  labor,  therefore, 
is  fimdamental  to  the  determination  of  wages  for  all 
grades  of  employment.  From  the  point  of  view  of 
capitalistic  industry,  it  is  cost  rather  than  utility  to 
purchaser  that  determines  the  price  of  labor.  In 
other  words,  the  standard  of  living,  determined  for 
unskilled  labor  by  conditions  outside  of  capitalistic 
industry,  enters  as  an  independent  factor  into  the 
determination  of  the  wages  paid  in  capitalistic  in- 
dustries. The  price  of  labor  is,  therefore,  determined 
independently  of  the  rate  of  profit  and  interest,  and 
of  the  productivity  of  the  capitalistic  proc^ess.    Capital, 


Digitized  by  VjOOQ  IC 


330  QUARTERLY  JOURNAL  OF  ECONOMICS 

in  the  form  of  wages,  being  thus  independently  de- 
termined, the  return  to  capital  in  profit  and  interest 
may  be  explained  as  a  residual  income. 

By  using  expensive,  "  roimd-about "  processes  and 
methods  of  utilizing  natural  forces,  not  accessible  to 
the  laborer  because  of  his  ignorance  and  poverty;  by 
organizing,  disciplining,  and  driving  laborers  to  greater 
eflfort  than  they  will  or  can  put  forth  when  working  by 
and  for  themselves,  —  capitalistic  industry  produces  a 
surplus,  a  value  in  excess  of  what  is  paid  out  in  wages. 
The  wages  paid  constitute  the  capital  invested,  if  we 
regard  industry  as  a  whole.  The  surplus  product  is 
profit  of  capital  plus  land  rent.  Setting  aside  rent  as 
the  differential  income  of  superior  land,  this  surplus, 
as  profit  of  capital,  can  be  stated  as  a  percentual  rate 
of  the  sum  paid  out  as  wages.  How  this  rate  is  divided 
between  capitalist  and  entrepreneur,  establishing  a 
rate  of  interest^  as  distinct  from  this  rate  of  profit,  we 
need  not  consider  at  present.  It  is  not  a  problem 
that  presents  insuperable  difficulties.^  The  crucial 
problem  is  the  rate  of  profit. 

This  theory  of  profit  makes  the  productive  advan- 
tage of  the  capitalistic  process  appear  as  an  important 
source  of  profit  and  interest,  yet  cannot  properly  be 
called  a  productivity  theory.  The  surplus  of  product 
left  after  wages  are  paid,  which  constitutes  profit, 
while  largely  due  to  the  technological  advantage  of 
using  capital,  can  in  part  be  traced  to  other  sources. 
Some  of  it  is  due  to  the  knowledge  and  energy  of  those 
organizing  industry.  Some  also  to  all  those  forces, 
whether  operating  within  or  without  the  sphere  of 
capitalism,  which  keep  down  the  standard  of  living 
and  narrow  the  economic  opportimities  of  non-capital- 

i  A  very  aatlafsotory  aooount  of  how  the  rate  of  Intezest  Is  eetabllahed  oan  be  found 
m  Hadley'e  Economlee,  p.  280  ff. 
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istic  labor.*  Nor  does  it  follow  that  the  entire  tech- 
nological advantage  will  go  to  capitalist  and  entre- 
preneur, and  that  the  laborer  may  never  have  a  share 
in  it.  Some  of  the  surplus  may  be  used  to  lure  labor 
into  the  capitalistic  system.  Some  may  go  to  labor 
when  a  strong  union  seizing  a  temporary  advantage 
drives  a  hard  bargain.  Some  goes  to  skilled  labor 
which  has  been  reared  within  capitalistic  districts 
and  which  outside  of  capitalistic  industries  could 
look  for  no  retxun  whatever. 

The  title  of  productivity  theory  would  not  fit  the 
the  views  here  set  forth.  Nor  would  the  term  ex- 
ploitation theory  be  any  more  appropriate,  altho  it 
is  suggested  that  interest  grows  out  of  a  portion  of  the 
product  of  labor  withheld  from  the  laborer.  The 
term  exploitation  carries  an  ethical  connotation  which 
it  would  have  been  well  to  keep  out  of  economic  theory. 
Whether  there  is  the  moral  wrong  of  exploitation  at 
the  source  of  capitalistic  income  is  a  question  outside 
of  the  scope  of  economic  investigation.  It  is  not 
probable  that  the  purely  economic  theory  of  distribu- 
tion can  contribute  more  than  a  small  part  of  the 
data  necessary  to  a  judgment  upon  the  present  social 
system  as  a  whole,  and  of  the  ethical  status  of  the 
income  of  capital  in  particular.  We  are  taking  a 
small  and  inadequate  view  of  the  problem  raised  by 
socialism,  if  hopes  or  fears  of  settling  that  problem 
give  any  bias  to  our  thought  in  the  study  of  the  theory 
of  interest  and  profit.  It  is  desirable,  therefore,  if  a 
name  must  be  given  to  the  theory  here  set  forth,  to 
find  a  term  without  ethical  flavor.  Such  a  safe, 
colorless  term,   one  properly  applicable,   is  that  of 

*  LoriA  and  Oppenhelmer  have  evpeoially  emphaalied  condlttona  of  land  owner- 
ship aa  the  source  of  capitalistlo  gain.  See  a  good  summary  of  Lorla's  writing  by 
Rabbeno  In  PoUUoal  Sdenoe  Quarterly,  vol.  vU.  Of  Oppenhelmer's  writings  see  ee- 
pedaOy  his  Grundelgentum  und  Soclale  Frage,  1808. 
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residual-claimant  theory.  It  is  the  name  which  has 
been  given  to  the  theory  of  profit  on  capital  of  Ricardo 
and  Marx,  with  which  our  theory  is  in  substantial 
agre^nent.^ 


Altho  it  is  intended  merely  to  indicate  a  possible 
theory  of  profit,  leaving  amplification  and  defense 
of  the  theory  suggested  for  another  occasion,  it  will  be 
well  to  consider  briefly  three  questions  suggestive  of 
objections  to  the  theory  here  advanced.  (1)  What 
is  there  to  prevent  excess  product  due  to  capital  from 
bringing  about  a  fall  of  values  which  would  extinguish 
profit  and  interest  7  (2)  What  keeps  labor  from 
demanding  and  obtaining  all  that  it  produces?  (3) 
How  is  the  surplus  value  growing  out  of  a  series  of 
processes,  under  the  control  of  different  entrepreneurs, 
distributed  as  a  fairly  uniform  rate  to  every  part  of 
the  investment  made  by  each  entrepreneur,  and  not 
to  the  suma  paid  out  as  wages  alone  ? 

To  take  up  the  first  question:  why  does  not  the 
surplus  value  including  profit  and  interest  disappear 
in  a  fall  of  prices  ?  How  can  the  profit  be  kept  from 
the  "  consmner "  ?  There  is  here  suggested  the 
objection  sometimes  made  to  the  productivity  theory 
of  interest,  that  it  does  not  show  how  the  capitalist 
can  keep  his  "  product  of  capital "  from  lowering 
prices  till  interest  disappears.  This  apparent  diffi- 
culty is  by  some  writers  made  the  occasion  for  bringing 
in  the  cost  of  abstinence  as  a  necessary  check  upon 
redundancy  of  capital  and  capitalistic  production. 
The  objectors,  however,  fall  into  the  common  error 

t  See  Hollander  (The  Residual  Claimant  Theory  of  Dlrtributlon,  In  Quarterly 
Journal  of  Economics,  February,  1903),  who  applies  the  name  to  the  theory  of  Rloardo. 
In  the  third  of  a  valuable  series  of  articles  on  '*  Wertreohnung  und  Pretsrechnung 
Im  Marzschen  System."  In  Arohlv  fOr  Soslalwlssensohaft  1907,  Bortklewlos  i 
the  name  "  Absugytheorie  "  for  the  theory  of  Rloardo  and  Marz. 
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of  thinking  of  but  one  industry  at  a  time.  Excess  of 
product  in  one  industry  might  indeed  bring  about  a 
"ruinous"  fall  in  value.  A  general  fall  of  values, 
however,  is  impossible.  Moreover  the  objection  that 
profit  and  interest  will  be  siurendered  to  the  "  con- 
smner"  unless  product  is  in  some  way  limited,  rest^ 
on  an  erroneous  conception  of  the  status  of  the  con- 
sumer.  When  we  look  at  things,  not  from  the  point 
of  view  of  a  single  industry,  but  of  the  industrial  system 
as  a  whole,  it  is  obvious  that  the  '^  consumers,"  the 
purchasing  public,  are  not  a  class  distinct  from  the 
"  producers,"  nor  an  independent  factor  governing 
value.  The  purchasers  or  consumers  are  the  capi- 
talists and  laborers  of  the  productive  process.  As 
long  as  the  laborers  do  not  receive  the  whole  siun  of 
money  and  credit  possessed  by  capitalist  and  entre- 
preneur, as  long  as  the  latter  retain  something  for 
themselves,  this  something  added  to  the  purchasing 
power  in  the  hands  of  the  laboring  class  will  keep  the 
total  of  prices  of  commodities  above  the  total  paid 
out  as  wages.  The  sum  of  prices  cannot  extinguish 
profit  of  capital  by  falling  to  the  smn  of  the  outlays 
for  wages.  As  long  as  the  capitalist  and  employer 
are  not  obliged  to  surrender  everything  to  the  employee, 
profit  and  interest  will  continue. 

But  may  profit  of  capital  throughout  industry  as 
a  whole  be  made  to  disappear  by  a  rise  of  wages  ? 
This  is  the  second  objection  our  theory  must  meet. 
Why  does  not  labor  obtain  the  entire  product  ?  As 
long  as  the  value  of  the  product  is  in  excess  of  the 
wages  paid,  would  it  not  be  profitable  to  employ 
additional  labor  ?  Would  not  this  be  kept  up  until, 
in  every  industry,  wages  equalled  the  marginal  product, 
leaving  only  a  differential  profit  on  the  more  produc- 
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tive  investments,  but  no  profit  or  interest  at  the 
margin?  In  answer  to  these  objections,  it  may  be 
said  that  as  long  as  the  supply  of  capital  and  oppor- 
tunities for  emplo3ring  labor,  in  such  manner  as  to 
yield  an  excess  over  what  non-capitalistic  labor  can 
produce,  are  not  sufficient  to  employ  or  have  not 
yet  employed  the  world's  entire  supply  of  labor,  wages 
can  be  kept  down  to  a  point  near  the  amount  which 
non-capitalistic  labor  can  produce  and  there  will  be 
consequently  a  profit  for  capital  in  the  shape  of  a 
surplus  of  product  over  wages.  Because  of  the  po- 
tential competition  of  non-capitalistic  labor,  the  laborer 
employed  in  capitalistic  industries  cannot  wrest  that 
profit  from  his  employer. 

The  conditions  under  which  profit  of  capital  arises 
are  shown  in  the  following  diagrams. 


In  each  figiu^  let  cd  represent  what  non-capitalistic 
labor  receives  as  income,  and  bd  (or  ac)  the  world's 
supply  of  labor,  assuming  a  uniform  grade  of  labor 
in  order  to  simplify  the  argument.  If  labor  employed 
by  capital  were  paid  exactly  what  non-capitalistic 
labor  gets,  the  parallelogram  abed  would  represent 
the  total  income  of  the  laborers  of  the  world  (not 
the  total  of  wages).    Let  the  curve  efg  in  each  figiu^e 
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represent  by  its  distance  from  the  line  M  what  could 
be  produced  by  capitalistic  methods  if  applied.  Dis- 
tances from  the  line  eb  represent  quantity  of  labor. 
The  shape  and  elevation  of  this  capitalistic  opportunity 
curvCy  as  we  may  call  it,  is  determined  by  quantity  and 
quality  of  no-rent  land  accessible,  by  the  state  of 
knowledge  of  physical  forces,  and  by  the  devices  for 
controlling  and  directing  labor. 

In  Figure  I  the  opportunities  of  capitalistic  industry 
are  not  sufficient  to  employ  the  entire  population  of 
the  world,  in  Figure  II  more  than  sufficient.  Whether, 
however,  the  existing  opportunities  be  fully  used  or 
not,  will  depend  on  the  supply  of  capital.  If  the 
supply  is  such  that  only  hf  of  labor  can  be  employed, 
there  will  be  a  surplus  of  product  over  what  labor  is 
paid  equal  to  fi  without  the  slightest  possibility  of 
labor  securing  this  stuplus. 

If  the  supply  of  capital  is  just  sufficient  to  exploit 
all  capitalistic  opportunities,  the  results  will  vary 
according  to  the  shape  of  the  capitalistic  opportunity 
curve.  Under  the  conditions  given  in  Figure  I,  if  the 
supply  of  capital  is  sufficient  to  employ  ag  of  labor 
and  that  amoimt  of  labor  can  be  secured,  marginal 
product  and  wages  would  coincide,  leaving  no  interest 
or  profit  for  capital.  But  might  not  profit  disappear 
even  before  ag  of  labor  is  employed  ?  Would  not 
the  marginal  product  of  labor  in  capitalistic  and  in  non- 
capitalistic  occupations  become  equalized  by  capital 
drawing  in  labor  from  outside  until  the  product  under 
employment  equalled  the  wage  necessary  to  attract 
it,  while  this  necessary  wage  in  its  turn  would  be 
increased  by  the  increase  of  marginal  productivity  of 
non-capitalistic  occupations  brought  about  by  the  with- 
drawal of  labor  to  capitalistic  employment  ?  To 
illustrate  this  objection  by  a  diagram.  Figure  III,  we 
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may  suppose  the  income  of  non-capitalistic  labor  to  be 
raised  from  cd  to  kd.  Then  profit  would  disappear 
when  jZ,  an  amount  of  labor  less  than  ag,  was  employed. 


Fwl. 


This  objection  assumes  a  degree  of  mobility  of  labor 
which  obviously  is  not  to  be  found.  Geographical 
diJBferences  of  income  and  wages  persist,  such  as  would 
be  impossible  if  perfect  mobility  and  response  to  eco- 
nomic motives  existed  everywhere.  It  is  not  certain, 
therefore,  that  capital  could  attract  labor  enough  to 
carry  employment  to  the  point  of  vanishing  profit. 
Moreover,  it  is  highly  improbable  that  capital  would 
be  invested  when  returns  to  capital  disappear.  It 
appears  more  likely  that  the  declining  rale  of  profit 
would  result  either  in  a  vigorous  and  successful  search 
for  increased  capitalistic  opportunity  or  that  capital 
would  be  consmned  in  unproductive  activities  or 
used  in  speculation.  On  the  other  hand,  it  is  doubtful 
whether  in  the  long  run  the  withdrawal  of  labor  from 
non-capitalistic  regions  can  considerably  increase  mar- 
ginal productivity  at  those  points.  Where  a  class 
lives  under  conditions  of  long-established  social  in- 
feriority and  isolation,  an  increase  of  income  is  not 
made  permanent  by  a  corresponding  rise  in  the  stan- 
dard of  living,  but  forms  only  the  temporary  occasion 
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and  opportunity  for  earlier  marriages  and  a  higher 
birth  rate.  There  appears  to  be,  therefore,  a  con- 
siderable number  of  ch'cumstances  that  keep  the  product 
of  labor  employed  by  capital  above  the  wage  which 
must  be  paid  to  that  labor. 

The  conditions  represented  by  Figure  II  are  in- 
structive, even  tho  they  have  not  yet  been  and  possibly 
never  may  be  realized.  The  opportunities  for  capi- 
talistic enterprise  in  this  case  are  such  as  would  make 
possible  the  employment  of  more  than  the  world's 
entire  supply  of  labor.  Now  if  the  supply  of  capital 
were  sufficient  to  employ  the  entire  working  population 
and  employment  had  proceeded  to  that  point,  leaving 
no  non-capitalistic  labor  in  the  world,  gc  would  be 
the  marginal  profit  provided  that  labor  would  still 
be  content  to  receive  only  cd.  But  there  would  be  no 
non-capitalistic  labor  to  keep  down  wages.  Entre- 
prenem«,  if  competing,  might  drive  up  wages  until 
marginal  profit  was  threatened,  but  would  probably 
see  the  folly  of  competition  and  form  employers' 
agreements.  Labor  if  organized  could  demand  the 
marginal  rate  of  profit  and  possibly  even  more.  It 
may  seem  idle  speculation  to  refer  to  hypothetical 
conditions,  never  yet  realized  in  human  history.  But 
the  writer  has  no  intention  of  entering  the  field  of 
prophecy.  The  hypothetical  case  is  introduced  only 
for  the  purpose  of  suggesting  by  contrast  the  condi- 
tions under  which  profit  of  capital  exists.  It  indicates 
that  if  discovery  and  invention  should  ever  create 
capitalistic  opportunities  so  great  that  the  quantity 
of  labor  which  might  be  employed  would  be  in  excess 
of  the  existing  amount  of  labor,  and  if  capitalism 
should  ever  extend  geographically  so  as  to  bring  all 
the  world's  population  under  its  sway,  then  the  system 
of  wage-labor  and  profit  on  capital,  at  least  as  we 
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know  it,  would  come  to  an  end.  How  profit  could 
be  kept  out  of  the  hands  of  labor  under  such  circum- 
stances is  not  apparent.  Profit  and  interest  are 
possible  because  capitalism  is  geographically  limited 
and  because  neither  capitalistic  opportunity  nor  capital 
is  sufficient  to  employ  the  working  population  of 
the  world.  And  as  against  adherents  of  the  abstinence 
theory,  who  would  object  that  it  is  reluctance  to 
imdergo  the  cost  of  saving  which  limits  capital  and 
makes  possible  a  marginal  return,  it  may  be  urged 
that  wnat  we  have  called  capitalistic  opportunity 
is  of  vastly  greater  import  than  the  attitude  of  any 
class  toward  the  exercise  of  abstinence.  When  capi- 
talistic opportunity  is  increased,  we  can  be  certain 
that  accumulation  of  capital  will  follow  easily  from 
the  enhancement  of  profit.  If  capital  has  not  yet 
grown  so  far  as  to  extinguish  profit,  it  is  because  of 
insufficient  capitalistic  opportunity.  An  incomplete 
development  of  technology,  of  managerial  ability 
and  enterprise,  and  whatever  barriers  there  are  to 
the  geographical  extension  of  capitalism,  have  made 
the  continuance  of  profit  of  capital  and  interest  possible. 
Id  other  words,  it  is  the  imperfect  development  of 
capitalism  that  makes  capitalism  possible. 

The  third  difficulty  which  must  be  met  by  the  theory 
here  advanced  is  that  suggested  by  the  question  as 
to  how  the  surplus  product  growing  out  of  a  series 
of  processes  under  the  control  of  different  entrepreneurs 
is  distributed  as  a  fairly  imiform  rate  and  assigned  to 
each  entrepreneur's  investment  and,  moreover,  to 
every  part  of  it  and  not  alone  to  the  smn  paid  out  as 
wages.  Apparently  a  rate  can  be  calculated  only 
by  the  summation  of  the  incomes  of  all  the  capitalists 
and  entrepreneurs  and  the  estimation  of  this  smn  as 
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a  percentage  of  the  total  paid  out  as  wages.  But 
how  is  one  to  proceed  from  this  rate  to  a  rate  assigned 
to  every  part  of  the  investment,  to  machinery,  buildings, 
as  well  as  to  the  sums  paid  as  wages  ?  As  a  matter 
of  fact,  the  rate  of  total  profit  is  purely  theoretical. 
The  gain  to  capital  which  arises  as  a  surplus  of  total 
product  over  the  total  of  wages  is  a  quantity  not 
estimated  by  any  one  as  a  percentual  rate.  It  is  a 
quantity,  however,  for  which  entrepreneurs  engage 
in  a  struggle  and  out  of  this  struggle  arises  an  average 
rate  of  profit  which  coincides  with  the  theoretical 
rate  of  total  profit. 

If  the  entire  process  of  making  any  given  commodity, 
including  the  production  of  all  material  and  instru- 
ments entering  into  the  product,  or  used  up  in  the 
process,  were  controlled  by  one  entrepreneur,  whether 
an  individual,  a  partnership,  or  a  corporation,  it  would 
be  possible  to  state  total  returns  above  wages  as  a 
percentual  rate  upon  wages  regarded  as  the  investment. 
Usually  the  process  is  divided  up  among  different 
entreprenemrs,  and  among  these  the  return,  in  excess 
of  wages,  is  divided  roughly  according  to  the  extent 
of  their  investment.  If  the  entrepreneurs  of  the 
earlier  stages  of  the  process  of  production  seek  imusual 
gains  at  the  expense  of  those  in  the  later  stages,  the 
latter  can  threaten  to  make  themselves  independent 
of  the  former  by  undertaking  to  produce  for  themselves 
the  materials  and  instruments  they  may  need.  Or 
they  can  encourage  competitors  of  a  more  reasonable 
frame  of  mind.  In  like  manner  the  entrepreneurs 
of  the  earlier  stages  can  defend  themselves  against 
those  of  the  later.  Thus,  through  bargaining  and 
competition,  a  rate  of  profit  becomes  established  for 
any  given  industry.  By  movements  of  capital  from 
one  industry  to  another,  the  rate  is  equalized  through- 
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out  the  industrial  system.^  This  equalized  or  average 
rate  of  profit  is,  of  course,  only  a  theoretical  approxi- 
mation to  actual  conditions,  a  static  goal  never  fully 
attained  in  this  d3mamic  world.  The  sums  invested 
are  given  a  share  in  the  returns,  according  to  the 
time  at  which  they  enter  the  investment.  In  other 
words,  the  rate  assigned  makes  allowance  for  the 
time  element,  and  is  calculated  and  compounded  ac- 
cording to  a  custom  established  before  modem  capi- 
talism itself. 

The  solution  of  the  problem  of  profit  of  capital 
and  interest  given  above,  assumes  the  existence  of 
interest  and  capitalistic  calculation.  What  the  his- 
torical origin  of  interest  may  have  been,  how  such 
an  income  was  possible  before  the  modern  machinery 
of  production,  and  why  it  was  estimated  and  com- 
pounded at  a  time  rate,  are  questions  we  need  not 
seek  to  answer.  The  theory  aimed  at  in  all  of  the 
foregoing  discussion  applies  to  the  modem  era  alone 
and  may,  therefore,  assiune  as  given  such  factors  as 
have  been  transmitted  from  pre-capitalistic  times. 
Moreover,  the  method  followed  in  this  study,  the 
method  of  "  theory,"  taking  its  premises  from  condi- 
tions now  open  to  observation  and  not  from  the  his- 
torical past,  must  of  necessity  submit  to  such  limita- 
tions. It  can  reveal  the  forces  at  work  in  the  present 
and  the  conditions  of  their  continuance.  It  can  make 
no  pretence  of  throwing  light  on  the  whole  course  of 
the  evolution  of  economic  institutions  whose  birth  has 
preceded  our  historical  era. 

G.  A.  Kleene. 

Tbinitt  CollbgE) 
Hartford,  Conn. 

I  Compare    Rioardo,  Piiooiples,  ch.  IV,  and    Man,  Kapital,  voi.  Ul, 
oh.  X. 
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THE  FIRST  DECADE   OF  THE  SWISS 
FEDERAL  RAILWAYS 

SUMMARY 

Discussions  of  the  nationalization  of  railways  in  Switzerland,  342.  — 
Arguments  advanced  in  favor  of  nationalization,  343.  —  Conditions 
of  employment  on  the  federal  railways,  346.  —  Organization  of  the 
management  of  the  federal  railways,  347.  —  Government  rate  making, 
352.  —  Improvement  of  the  service,  354.  —  Financial  results  of  govern- 
ment ownership,  356. 

^'  In  Switzerland,  where  the  government  has  sought 
to  please  all  the  people  by  lowermg  rates,  increasing 
facilities,  and  raising  wages,  the  railways  which  were 
doing  well  under  corporate  management  show  a  deficit 
after  ten  years  of  governmental  administration"; 
and  "  have  become  a  drain  upon  the  tax-payers." 
So  writes  Mr.  Logan  G.  McPherson  in  his  recent  book 
on  Transportation  in  Europe  (pp.  200,  172).  Mr. 
Carl  S.  Vrooman,  on  the  other  hand,  in  his  equally 
recent  book  on  American  Railway  Problems  in  the 
Light  of  European  Experience  (p.  166),  declares  that 
"during  the  short  period  of  eight  years  of  actual 
government  management  considerable  real  and  sub- 
stantial progress  has  been  made.  Rates  have  been 
lowered,  wages  raised,  hours  of  labor  shortened,  the 
service  improved,  and  at  the  end  of  sixty  years  or 
thereabouts,  the  people  will  be  the  proprietors  of 
their  railways,  which  actually  will  have  paid  for  them- 
selves out  of  profits."  The  conclusions  reached  by 
these  two  writers  are  noteworthy.  Both  are  trained 
investigators,  and  both  are  conscious  of  their  responsi- 
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bility  to  the  public  for  the  reliability  of  their  facts 
and  the  reasonableness  of  their  conclusions.  In  the 
face  of  such  a  clash  of  opinion  an  independent  exam* 
ination  of  the  evidence  seems  ia  order.^ 

The  law  for  the  repurchase  of  the  steam  railways 
of  Switzerland  by  the  federal  govemment  was  passed 
by  the  Federal  Assembly  October  15,  1897,  and 
accepted  by  the  people  February  20,  1898,  by  a  vote 
of  more  than  two  to  one  (386,634  to  182,718).  There 
were  then  five  main  lines  of  steam  railway  in  Switzer- 
land, the  Central,  the  North-Eastern,  the  United 
Swiss,  the  Jura-Simplon,  and  the  St.  Gothard.  The 
negotiations  for  the  completion  of  the  purchases 
were  protracted  by  the  refusal  of  the  companies  to 
accept  the  terms  originally  offered  by  the  federal 
government.  The  dispute  was  carried  into  the  courts, 
and  finally  determined  by  two  decisions  of  the  Federal 
Court,  January  18^21,  1899,  and  July  18-19,  1899. 
The  next  two  years  were  devoted  to  concluding  the 
arrangements  with  the  companies,  and  to  perfecting 
the  organization  of  the  federal  railway  administration. 
The  Generaldirektion  of  the  federal  railways  met  for 
the  first  time  on  July  1,  1901,  when  it  took  over  the 
duties  of  the  board  of  directors  of  the  Central  railway. 
It  assumed  the  active  management  of  the  Central 
and  North-Eastem  lines  on  January  1,  1902,  of  the 
United  Swiss  on  July  1  of  the  same  year,  of  the  Jura- 
Simplon  on  May  1,  1903,  and  of  the  St.  Gothard  on 

1  Publto  Documents  raUtlnc  to  the  Swiss  Federal  Ralhrayv  an :~ 

1.  Bericht  des  eldgenessisehen  Etonnhahnriepartemento  ttber  ssine  OosohlftsfOhning 
Im  Jahre  -  (annual). 

2.  Bericht  und  Antrac  das  Verwaltun<«ates  der  sohwetseriaohen  Bundesbahnen 
an  den  schwelserisohen  Bundesrat  betreffend  das  Budcet  der  sohwelaeriaohen  Bundea> 
bahnen  fQr  ~,  su  Hinden  der  Bundesyersammlung  (annual). 

8.  Bericht  der  Generaldirektion  der  sohwelsertaohen  Bundesbahnen  Qber  dto 
Gesch&f tsfOhrung  und  die  Rechnungen  des  Jahres  -  an  den  schweiierlsohen  Bundesrat 
su  Hinden  der  Bundesversammlunc  (annual). 

4.  Statlstische  TabeUen.    Bellsoe  sum  Bericht  der  Generaldlrektkm  (annual). 

5.  Rechnungen  fQr  das  Jahr  -  (annual). 
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May  1,  1909.  The  beginning  of  Swiss  federal  railway 
management  may  therefore  be  dated  from  July  1, 1901, 
altho  the  gov^mnent  was  not  in  a  position  to  put 
its  policies  into  general  effect  until  two  years  later.^ 

From  the  beginning  the  Swiss  experiment  in  govern- 
ment ownership  and  operation  of  railways  has  interested 
the  students  of  the  railway  problem.  The  early 
discussions  of  the  nationalization  of  the  Swiss  railways 
shed  little  light,  however,  on  the  general  issue  of 
public  ownership.  Writers  on  the  subject  could  do 
little  more  than  speculate  upon  the  success  or  failure 
of  the  federal  railways,  or  narrate  the  events  comprising 
the  process  of  nationalization  with  varying  sympathies 
according  to  their  respective  tenq>eraments.*  As  the 
first  decade  of  the  Swiss  federal  railways  approaches 
completion,  the  evidence  bearing  upon  the  record  of 
governmental  management  becomes  more  instructive. 

Probably  the  fairest  procedure  for  determining 
the  measure  of  success  obtained  by  the  Swiss  govern- 
ment in  the  railway  business  is  to  ascertain  fiirst  what 
it  aimed  to  accomplish.  The  arguments  advanced 
by  the  Federal  Coimcil  in  advocacy  of  public  ownership 
were  as  follows.'  1.  The  desirability  of  consolidat- 
ing the  independent  railway  lines  of  Switzerland  in 

'  The  beat  Moounts  of  the  erents  kadlnc  up  to  repurohMe,  of  the  popular  dlsouarion 
of  the  proposal  to  lepurehaw,  and  of  the  negotlationB  with  the  oompaules  and  the 
Inauguration  of  governmental  management,  respectively,  are:  Q.  Keller,  Der  Staate- 
bshngedanke  bet  den  versohiedenen  Vdlkem,  Bern,  1807;  H.  Mlohell,  Le  Raehat  des 
ehemins  de  fer  en  Suisse.  Clroulalre  du  Mus6e  social,  No.  18,  le  25  mal,  1808  (trana- 
latod  by  J.  CummlngB  and  published  In  American  Eoonomio  Aasookatlon  Studies, 
wL  lU,  pp.  849^120,  1808);  and  P.  Weissenbach,  Die  DurehfOhrung  der  Verstaat- 
behung  In  der  Sohwels.  Arohlv  fOr  Elsenbahnweeen,  vol.  ixvU  (1004).  pp.  1260-1327, 
and  voL  zzvlU  (1005),  pp.  106-156. 

*  Cf.,  S.9.,  Henri  Haguet,  Le  Raehat  des  ohemins  de  fer  sulsses  et  see  consequences. 
Parti,  1002;  and  Ekigird  MUhaud,  Le  Raehat  dee  ohemins  de  fer,  Paris,  1004. 

*  Botsehaft  des  Bundesrates  an  die  Bundesversammung  betreffend  den  RQokkauf 
dsr  Elsenbahiwn  vom  25.  MAra,  1807.  This  message  constituted  the  platform  and 
eMftpaign  handbook  of  the  advocates  of  public  ownership  prior  to  the  referendum 
•iMtloa  IB  Febraary,  1808. 
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order  (a)  to  save  the  expenses  of  the  superfluous  com- 
pany and  general  managers'  offices,  (6)  to  secure  the 
advantages  of  monopoly  and  organization  on  a  larger 
scale  in  equipment  and  maintenance  of  way,  and  in 
operation  and  the  security  of  traffic,  and  (c)  to  improve 
the  local  service  by  the  more  generous  employment 
of  the  profits  on  the  profitable  portions  of  the  business 
for  the  extension  of  the  service  into  less  profitable 
places.  2.  The  reduction  of  fixed  charges  by  the 
substitution  of  the  credit  of  the  government  for  that 
of  the  private  companies.  3.  The  application  of 
net  profits  to  the  amortization  of  capital  until  the 
entire  railway  system  should  be  owned  clear  of  debt, 
thus  eventually  making  possible  a  great  reduction 
of  rates  (France,  Germany,  and  Austria,  it  was  believed, 
would  be  in  a  similar  position  by  the  middle  of  the 
twentieth  century).  4.  The  abolition  of  discrimina- 
tions of  all  kinds,  and  the  establishment  of  uniform 
and  just  rates  (the  message  intimated  that  the  lowest 
rates  for  each  class  of  traffic  then  in  force  on  any 
private  road  would  be  extended  to  all  the  roads  to  be 
acquired  by  the  federal  government).  5.  The  more 
effective  representation  of  the  interests  of  shippers 
and  of  the  travelling  public  as  opposed  to  the  interests 
of  stockholders  in  railway  management.  6.  The  im- 
provement of  the  conditions  of  employment  of  the 
employees  (a)  by  standardizing  the  various  wage 
scales  and  labor  regulations  (the  Federal  Council 
intimated  that  the  highest  wage  scales  in  force  on  any 
of  the  roads  to  be  acquired  would  be  extended  to  all 
the  roads  to  be  acquired),  (6)  by  better  enforcement 
of  federal  labor  legislation  than  was  possible  while 
the  lines  were  imder  private  management,  and  (c)  by 
maintaining  superannuation  and  other  benefit  funds 
on  a  sound  and  liberal  basis.    7.  The  elimination  of 
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foreign  influence  from  the  management  of  Swiss  rail- 
ways (apparently  in  at  least  three  of  the  leading  roads 
foreign  stockholders  then  held  a  controlling  interest, 
and  such  control,  in  the  opinion  of  the  Federal  Council, 
was  politically  dangerous). 

The  message  of  the  Federal  Coimcil  was  tinged 
with  a  strain  of  sentiment.  There  was  some  appeal 
to  the  national  pride,  which  ought  to  insist  upon  the 
popular  management  of  those  affairs  which  are  of 
prime  importance  to  the  safety  and  well-being  of  the 
commonwealth,  and  to  the  national  prejudice,  which 
ought  not  to  tolerate  the  threatened  control  of  Swiss 
domestic  commerce  by  aliens.  But  in  the  main  the 
Federal  Council  founded  its  case  upon  sober  calcula- 
tions of  lower  rates  and  additional  facilities  for  shippers 
and  travelling  public,  of  improved  conditions  for  rail- 
way employees,  and  of  better  management  generally. 
The  arguments  of  the  Federal  Coimcil  were  tersely 
summed  up  by  a  sympathetic  American  writer.*  "  The 
nationalization  of  the  Swiss  railroads,"  he  writes, 
"  was  inevitable,  a  natural  fruit  of  the  spirit  of  democ- 
racy'* ;  but  the  "  direct  eflBcient  cause  "  was  "  busi- 
ness opportimism." 

Let  us  now  consider  the  results  of  this  policy  of 
''  business  opportunism."  In  the  first  place,  the 
political  dangers  of  the  alien  control  of  Swiss  domestic 
transportation,  whatever  they  may  have  been,  were 
definitively  removed.  So  much  nationalization  ac- 
complished. Much  of  the  purchase  money,  to  be  sure, 
was  borrowed  abroad  on  the  credit  of  the  government, 
but  foreign  bondholders  and  foreign  stockholders 
are  not  of  the  same  genus.  The  Swiss  people  by  the 
nationalization  of  their  railways  not  only  assmned  the 
responsibility   but   obtained   the   power   to   manage 

1  H.IXIJosrd,A8oT«nlgnPMpl0,p^l71. 
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them  in  the  mterests  of  Swiss  shippers,  travellers, 
and  railway  workers.  After  nationalization,  there 
could  be  no  danger  of  the  exploitation  of  the  Swiss 
people  as  a  whole.  The  only  possible  danger  would 
be  that  of  the  exploitation  of  one  class  of  the  people 
by  another.  The  general  public  in  its  political  capac- 
ity might  exploit  the  railway  workers  by  denying 
them  just  compensation  and  conditions  of  employ- 
ment; conversely,  the  railway  workers,  by  gaining 
an  improper  influence  over  the  government  of  the  day, 
might  exploit  the  general  public  by  obtaining  excessive 
wages  at  the  cost  of  reasonable  rates  of  transportation. 
In  fact  the  relations  between  the  state  employer 
and  the  railway  workers  have  been  singularly  har- 
monious and  free  from  friction.  The  workers  have 
never  struck,  nor  even  threatened  to  strike.  The 
government,  on  the  other  hand,  has  always  main- 
tained its  authority,  and,  while  treating  its  employees 
with  liberality,  has  never  given  them  more  than  could 
be  publicly  shown  to  be  their  due. 

The  conditions  of  employment  on  the  federal  railways 
were  regulated  by  the  laws  of  June  29,  1900,  and 
December  19, 1902.  The  various  grades  of  employees 
were  classified,  and  maximum  and  minimum  rates 
of  pay  were  prescribed  for  each  class.  The  highest 
rates  paid  on  any  of  the  private  roads  were  adopted 
as  the  minimum  rates  for  the  corresponding  classes 
of  the  federal  service.  The  new  rates  went  into  effect 
May  1,  1903,  and  each  third  year  thereafter  the  pay 
of  every  employee  who  had  served  through  the  pre- 
ceding three  years  was  to  be  increased  by  three  hundred 
francs  until  the  maximum  for  the  class  should  be 
reached.  An  eleven-hour  day  was  established  (whidi 
is  less  than  the  usual  Continental  European  working- 
day),  with  the  further  provision  that  every  train- 
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crew  should  have  at  least  ten  hours  of  unbroken  rest 
in  each  twenty-four,  and  all  other  employees  at  least 
nine  hours.  More  liberal  provision  than  had  previously 
been  the  rule  was  made  for  a  weekly  day  of  rest  and 
for  annual  vacations.  The  common  labor^^  shared 
in  the  improved  conditions  of  employment,  but  the 
most  highly  paid  administrative  officers  suffered, 
since  in  view  of  the  salaries  paid  to  other  officers  in 
the  service  of  the  federal  government,  it  was  not 
possible  to  continue  the  fancy  salaries  sometimes 
paid  by  the  private  companies  to  favored  officials. 
These  changes,  the  improved  conditions  of  employment 
even  more  than  the  higher  wages,  tended  to  increase 
the  operating  expenses  of  the  federal  railways;  but 
they  had  been  practically  promised  in  advance,  and 
their  probable  cost  had  been  reckoned  with  by  the 
advocates  of  nationalization.^ 

The  labor  policy  of  the  Swiss  railway  management 
is  revealed  by  the  conduct  of  the  employees  when 
the  pressure  of  the  recent  increase  in  the  cost  of  living 
began  to  be  felt.  The  standard  wage  scale  was  es- 
tablished upon  the  basis  of  the  general  level  of  prices 
and  wages  in  1899.  Since  then  the  rise  in  the  general 
level  of  prices  has  been  world-wide.  According  to 
Calwer's  index  number,  which  most  adequately  por- 
trays the  monetary  situation  in  Switzerland,  the 
rise  in  the  cost  of  living  from  1899  to  1907  amounted 
to  17i  per  cent.  The  highest  rates  of  wages  in  effect 
upon  the  private  railways  (which  WCTe  the  basis  of  the 
governmental  rates)  had  been  established  in  1896 
and  the  rise  in  the  cost  of  living  since  then  amounted 
to  over  27  per  cent.  The  men  b^an  to  complain, 
respectfully,  but  during  1906  with  increasing  vigor. 

>  Cf .  Boteehaft  des  BundeBratea  an  die  Bundeevensinmlusf  betreffend  die  Arbelto- 
verhAltnlaw  der  Bundeabahnen  vom  1.  December,  1899. 
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The  government,  when  confronted  by  the  men  with 
family  budgets  and  other  pertinent  evidence  of  the 
fall  in  real  wages,  recognized  the  justice  of  their  claims, 
but  wished  to  postpone  the  revision  of  their  wages 
until  a  general  act  could  be  prepared  that  would 
apply  to  all  federal  employees.  In  December,  1906, 
the  Union  of  Postal,  Telegraph,  and  Customs  Officials, 
the  Union  of  Swiss  Transportation  Laborers,  and  the 
Union  of  Swiss  Transportation  Officials  simultane- 
ously petitioned  the  Federal  Assembly  for  a  special 
supplement  to  their  regular  wage  during  the  year 
sufficient  to  compensate  them  for  the  increase  in  the 
cost  of  living.  The  Federal  Coimcil  ultimately  rec- 
ommended that  each  married  employee  and  each 
unmarried  employee  with  persons  dependent  upon 
him  for  support,  earning  less  than  4000  francs  a  year, 
should  receive  a  supplement  to  his  annual  earnings 
of  100  francs;  and  that  all  other  employees  earning 
less  than  4000  francs  should  receive  50  francs.  The 
Federal  Coimcil  took  pains  in  its  message  to  the  As- 
sembly to  remark  on  the  courteous  tone  of  the  em- 
ployees' petitions  and  the  reasonableness  of  their 
request.^  The  payment  of  this  "  high-prices-incre- 
ment "  was  repeated  in  1907  and  1908.  In  1909  the 
scope  of  the  extra  payment  was  extended,  and  finally 
a  law  of  June  23,  1910,  revised  the  classification  of 
railway  employees  and  established  a  general  and 
permanent  increase  of  wages.^ 

This  incident  in  itself  is  not  perhaps  of  great  im- 
portance, but  it  illustrates  the  good  understanding 
that  prevails  between  the  railway  management  and 

i  Botaehaft  dee  Bundesrates  an  die  Bundesveraammlung  betreffend  die  BewfDigung 
einee  Spexlalkredltes  behufa  Ausrlchtung  von  Teuerungamlacen  fOr  das  Jahr  1900  an 
die  eidg.  Beamten  und  Angestellten  vom  2.  April,  1007. 

s  Boteohaft  dee  Bundesrates  an  die  Bundesvenammung  betre£Fend  die  Besoldung 
der  Beamten  und  Angestellten  der  sehwels.    Bundesbahnen  vom  25.  October.  1009. 
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its  employees.  The  influence  which  the  latter  exert 
in  order  to  bring  about  an  improvement  of  their  condi- 
tions of  employment  has  no  imhealthy  effect  upon 
Swiss  politics.  It  is  not  so  strong  as  to  subordinate 
the  good  of  the  service  to  their  private  advantage, 
and  yet  strong  enough  to  secure  the  prompt  recogni- 
tion of  their  just  claims.  Nor  has  governmental 
mianagement  brought  with  it  an  extravagant  over- 
manning of  the  roads.  The  rate  of  increase  in  the 
number  of  employees  on  the  federal  railways  up  to 
the  end  of  1908  was  less  than  the  increase  during  the 
same  period  on  the  St.  Gothard,  which  remained 
under  private  management  until  the  following  year, 
altho  the  rate  of  development  of  traffic  was  greater 
on  the  federal  lines  than  on  the  St.  Gothard.  The 
total  mmiber  of  employees  at  the  end  of  1909  was 
34,575,  and  there  is  absolutely  no  evidence  of  ^'  poli- 
tics '^  in  the  management.  Suitable  provision  is  made 
for  insurance  against  sickness  and  accident,  pensions 
are  provided  in  the  event  of  chronic  infirmity  or  old 
age,  and  the  organization  of  labor  is  provided  for  by 
the  management  itself.  Thus  public  ownership  has 
brought  with  it  the  adoption  of  methods  that  recognize 
the  mutuality  and  solidarity  of  labor,  and  convert  the 
craving  for  combination  and  mutual  support,  so  charac- 
teristic of  modem  wage-earners,  into  a  productive  asset. 
The  management  of  the  Swiss  federal  railways  was 
organized  expressly  with  a  view  to  enabling  represen- 
tatives of  Swiss  shippers  and  the  travelling  public  to 
participate  in  the  conduct  of  affairs.  The  plan  of  this 
organization  was  worked  out  in  advance  of  nation- 
alization, and  set  forth  in  the  message  of  the  Federal 
Council  of  March  25,  1897.*    The  popularity  of  the 

1  The  Uw  of  Oetober  16,  1897,  raguhttliig  the  organisatton  of  the  •dmlnlatnitlon 
of  the  SwlM  federml  rmllwaya.  Is  translated  and  reprinted  In  full  In  Vrooman,  Amerleaa 
Railway  Problems,  appendix  4.  See  alK>,  W.  Exner,  Studien  Qber  die  Verwaltuni  das 
Btsenbahnwaaens  mltteleuiopAisohsr  Staaten,  Vienna,  1906,  pp.  46-^1. 
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plan  was  undoubtedly  one  of  the  leading  factors  in 
the  victory  of  the  policy  of  public  ownership.  It 
was  desired  that  the  administrative  organization 
should  be  made  independent  of  political  influence 
and  yet  that  it  should  be  so  closely  connected  with 
the  government  that  there  would  be  no  danger  of  its 
becoming  a  state  within  a  state,  a  body  that  might 
come  into  conflict  with  the  government  itself.  Hence 
the  administration  of  the  federal  railways  forms  a 
separate  division  of  the  federal  administration,  and 
the  finances  of  the  railways  are  entirely  disconnected 
from  the  finances  of  the  Confederacy.  The  supreme 
railway  authority  is  the  Federal  Assembly,  which  has 
cognizance  of  the  following  matters:  the  ratification 
of  plans  for  the  construction  and  acquisition  of  new 
railwajrs,  and  of  loan  operations  and  plans  of  amortiza- 
tion, the  sanctioning  of  the  classification  of  employees 
and  of  the  fixing  of  schedules  of  wages,  and  the  ap- 
proval of  the  annual  budgets,  and  of  the  annual  ac- 
coimts  and  reports  of  operations  The  general  control 
of  the  management  is  entrusted  to  the  Federal  Coimcil, 
which  prepares  all  business  requiring  definitive  action 
on  the  part  of  the  Federal  Assembly,  executes  the 
policies  of  the  Assembly,  and  appoints  the  members 
of  the  Gen£r(ildirektion,  and  of  the  district  directories, 
and  the  government  members  of  the  federal  adminis- 
trative council  and  of  the  district  administrative 
coimcils.  The  general  directory  has  charge  of  the 
employees  and  the  actual  operation,  and  prepares 
plans  and  reports  for  submission  to  the  administra- 
tive council.  The  administrative  council  scrutinizes 
the  accounts,  examines  the  annual  statements,  and 
approves  the  draft  of  the  railway  budget.  It  has 
charge  of  the  freight  and  passenger  tariffs  and  classi- 
fications, approves  the  general  plan  of  train  schedules, 
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adjusts  the  relations  with  other  lines,  regulates  com- 
petitive traffic,  and  renders  final  decision  in  regard 
to  construction  and  additions,  both  of  plant  and  of 
equipment.  Under  these  are  the  district  directories 
and  administrative  councils  for  the  five  districts 
into  which  the  federal  railways  are  divided. 

The  feature  in  the  plan  of  organization  to  which 
it  has  owed  much  of  its  popularity  among  shippers 
and  the  general  public  is  the  administrative  council. 
This  is  composed  of  fifty-five  members,  twenty-five 
of  whom  are  chosen  by  the  Federal  Council,  a  like 
niunber  by  the  cantons  and  half-cantons,  and  five 
by  the  district  councils.  The  latter  in  practice  are 
usually  the  presidents  of  the  five  district  councils. 
The  others  are  chosen  with  due  regard  to  the  interests 
of  agriculture,  industry,  and  commerce,  respectively, 
for  terms  of  three  years.  The  Federal  Council  pro- 
ceeds to  the  election  of  its  quota  only  after  the  cantonal 
and  district  council  elections  have  been  made,  and  not 
more  than  nine  of  the  twenty-five  federal  appointees 
may  be  members  of  either  branch  of  the  Federal 
Assembly.  The  district  councils  consist  of  fifteen 
to  twenty  members,  four  of  whom  are  chosen  by 
the  Federal  Council,  and  the  others  by  the  cantons 
within  the  district,  with  due  regard  to  the  representa- 
tion of  the  various  economic  interests.  The  members 
receive  annual  passes  and  a  per  diem  for  their  actual 
time  devoted  to  the  public  service.  This  system 
of  councils  was  probably  suggested  by  the  analogous 
railway  councils,  created  by  von  Maybach  for  the 
Prussian  state  railways,  which  have  worked  so  well 
in  Germany.*  The  district  councils  meet  quarterly,  the 
administrative  council  monthly.    The  record  of  busi- 

>  Gf .  A.  N.  HolBombe:  Publio  Ownarahlp  of  TdephonM  on  the  Contliient  of  Buiope. 

Clla    3* 
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ness  transacted  by  the  councils  is  published  every 
year.  Thus  thoro  publicity  is  combined  with  the  rep- 
resentation of  the  interests  of  shippers  and  the  public 
in  such  a  way  as  to  lead  the  patrons  of  the  railways 
to  feel  that  those  who  pay  the  rates  have  a  share  in 
the  responsibility  for  their  making,  and  that  those 
who  use  the  railway  facilities  have  a  voice  in  their 
creation.  Neither  fiscal  exploitation  on  the  part 
of  the  federal  government,  nor  personal  or  local  dis- 
crimination in  favor  of  privileged  interests,  can  well 
occur  imder  such  a  system  of  management.  The 
security  for  reasonable  rates,  in  the  sense  of  rates 
calculated  to  promote  public  rather  than  private 
interests,  seems  better  than  imder  any  possible  system 
of  private  management.  At  any  rate  this  mode  of 
organization  has  given  uninterrupted  satisfaction  to 
the  Swiss  people. 

As  soon  as  the  government  had  gained  control  of 
a  suflBicient  niunber  of  lines  it  proceeded  to  fulfil  its 
pledges  with  regard  to  rates.^  The  principles  of  the 
revision  of  rates  were  laid  down  in  a  message  of  the 
Federal  Council  to  the  Federal  Assembly  of  November 
17,  1899.  The  fundamental  principles  of  the  revision 
were  the  standardization  of  the  various  schedules 
in  effect  on  the  private  roads,  full  publicity  of  rates, 
ample  notice  of  changes,  and  the  codperation  of  ship- 
pers and  railway  management  in  the  making  of  rates. 
With  the  latter  object  in  view,  the  federal  railway 
department  sent  out  copies  of  the  preliminary  draft 
of  the  revised  schedules  to  the  various  shippers'  asso- 
ciations, —  the  Swiss  Handels-  und  Industrievereifiy  the 
Swiss  GewerbevereiTif  the  Swiss  Bauemverband^  and 
the  Swiss  Eisenhahnverband.  All  these  associations 
cordially  responded  to  the  railway  department's  in- 

>  Law  of  June  27, 1901. 
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vitation  to  hand  in  their  criticisms  of  the  proposed 
schedules.  The  schedules  were  finally  considered 
by  the  Federal  Assembly,  and  enacted  to  go  into 
effect  May  1,  1903,  on  the  foiu*  main  lines  then  in  the 
hands  of  the  government.  The  law  provided  an 
elastic  process  of  rate  making  for  service  in  the  future. 
Increases  or  cancellations  of  rates  require  three  months' 
advance  notice,  but  the  period  may  be  shortened, 
if  material  reductions  accompany  increases  of  rates, 
or  if  international  through  rates  are  increased  on  the 
external  portion  of  the  route  only.  Reductions  of 
passenger  rates  must  remain  in  effect  at  least  three 
months,  and  of  freight  rates  at  least  one  year,  but 
reductions  may  be  granted  for  shorter  periods  if  the 
period  is  stipulated  in  advance.  These  restrictions 
do  not  apply  to  excursion  rates.  Thus  the  public 
enjoys  complete  security  against  unfair  discriminar 
tion  (for  there  have  never  been  any  charges  of  secret 
rebating  or  criminal  collusion  between  railway  officials 
and  favored  shippers)  without  unduly  restricting  the 
power  of  the  federal  railways  to  adapt  their  charges 
to  special  conditions. 

The  government  has  retained  the  sjrstem  of  three 
classes  of  passenger  service.  The  third  class,  however, 
and  under  certain  circumstances  even  the  second, 
may  be  omitted  from  express  trains,  and  the  first 
class,  and  under  certain  circumstances,  even  the 
second,  may  be  omitted  from  accomodation  trains. 
In  fact,  these  omissions  are  freely  made,  and  the 
Swiss  three-class  system  works  out  in  much  the  same 
way  as  the  American  system  of  Pullman  and  tourist 
cars,  and  day  coaches.  The  schedule  of  passenger 
rates  adopted  for  the  federal  lines  was  the  lowest  in 
effect  at  the  period  of  repurchase  on  any  of  the  private 
lines.    The    railway    traffic    and    general    economic 
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conditions  are  so  different  in  Switzerland  and  in  the 
United  States  that  a  comparison  of  passenger  rates 
is  fruitless,  and  the  same  statement  is  true  of  freight 
rates.  The  classification  of  freight  is  relatively  simple. 
Provision  is  made  for  the  special  classification  of 
raw  materials  used  in  agriculture,  and  of  some  other 
commodities.  Special  rates  may  be  made  out  of 
consideration  for  foreign  competition,  in  order  to 
secure  equally  favorable  treatment  for  domestic  ship- 
pers on  foreign  railways,  and  to  secure  transit  traffic 
from  competing  lines,  provided  that  domestic  shippers 
are  not  injured  thereby.  In  times  of  public  distress 
the  Federal  Coimcil  may  make  special  rates  on  food- 
stuffs and  live-stock.  The  various  freight  rate  tariffs 
charged  by  the  private  companies  were  not  withdrawn 
until  the  new  standard  rates  could  be  properly  ad- 
justed, and  it  was  not  imtil  July  1,  1904,  that  the 
new  rates  were  put  into  effect-  Thus  the  pledges  of 
the  Federal  Council  relating  to  rates,  contained  in 
the  message  of  1897,  advocating  public  ownership, 
were  carried  out  to  the  letter,  and  in  view  of  all  the 
circumstances  the  period  that  elapsed  was  not  unduly 
prolonged. 

The  law  of  July  27,  1901,  not  only  established  a 
satisfactory  system  of  rate  making,  but  also  provided 
for  the  redemption  of  the  pledges  for  improved  service. 
The  number  and  speed  of  trains  and  the  supply  of 
rolling-stock  has  been  increased,  terminal  facilities 
have  been  improved,  and  ways  more  solidly  main- 
tained. The  reports  of  the  chambers  of  commerce 
of  Swiss  cities  and  of  other  bodies  authorized  to  speak 
in  the  name  of  the  economic  interests  of  the  country 
are  full  enough  of  specific  criticisms  of  the  service 
and  suggestions  for  its  improvement,  but  there  is  no 
disposition  to  disparage  the  capacity  of  the  railway 
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administratioii  or  to  condemn  its  conduct  of  affairs. 
There  has  never  been  any  dispute  among  the  critics 
of  the  Swiss  federal  railways  over  the  adequacy  and 
eflSidency  of  the  service,  nor  is  there  any  between  the 
two  writers  mentioned  at  the  beginning  of  this  article. 
Mr.  Vrooman  states  that  "  rates  have  been  lowered, 
wages  raised,  hoiurs  of  labor  shortened,  the  service 
improved,"  and  Mr.  McPherson  does  not  contradict 
this  statement.  The  difference  of  opinion  is  as  to  who 
is  paying  the  bills.  One  writer  says  the  railways 
are  more  than  paying  their  way;  the  other,  that 
they  are  a  drain  on  the  tax-payers.  The  imsettled 
question  in  the  matter  of  the  Swiss  federal  railways 
is  that  of  their  financial  standing. 

The  popular  majority  which  sanctioned  the  pro- 
gram of  public  ownership  in  1898  had  not  expected  to 
make  of  the  federal  railwajrs  a  fiscal  monopoly.  The 
earning  of  a  large  revenue  for  the  government  was  not 
among  the  advantages  of  nationalization  urged  by  the 
Federal  Ck>uncil  in  its  message  of  1897.  The  latter  had 
declared,  on  the  contrary,  in  favor  of  the  application 
of  net  earnings  to  the  amortization  of  the  railway  loans. 
The  Swiss  regarded  the  funded  debt  in  the  light  of  a 
mortgage  upon  their  railway  property,  and  deter- 
mined to  own  their  property  clear  of  such  charges 
before  diverting  net  earnings  to  the  federal  treasury. 
The  Federal  Council's  purpose  in  advocating  the 
ultimate  extinction  of  interest  charges  was  to  facilitate 
an  eventual  reduction  of  rates  rather  than  to  secure 
a  fresh  source  of  public  revenue.  The  period  of  sixty 
years  was  selected  as  that  in  which  the  funded  debt 
should  be  amortized.  The  annual  payments  necessary 
to  effect  such  amortization  were  accordingly  computed, 
and  are  made  a  fixed  charge  in  each  annual  railway 
budget.    The    policy    of    the    railway    management 
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was  understood  from  the  begimimg  to  be  to  earn  no 
more  profit  than  should  be  necessary  to  meet  these 
amortization  charges,  remitting  surplus  earnings  to 
the  public  in  the  form  of  better  service  or  lower  rates 
rather  than  in  that  of  cash  contributions  to  the  federal 
treasury.  There  has  not  yet  been  any  connection 
between  the  railway  profit  and  loss  account  and  the 
general  federal  revenues. 

The  item  of  net  earnings  in  a  federal  railway  state- 
ment is  accordingly  not  comparable  with  a,  similar 
item  or  with  anything  in  an  American  railway  state- 
ment. It  actually  represents  the  surplus  profits  over 
and  above  the  interest  charges  (averaging  about  3|  per 
cent)  on  the  entire  funded  debt  and  the  amortization 
charges  on  the  same.  The  latter,  which  in  substance 
are  a  kind  of  deferred  profit,  and  would  ordinarily 
be  classified  under  the  head  of  profits,  amounted 
to  4.3  million  francs  in  1903,  and  were  estimated  at 
slightly  over  8  millions  in  the  budget  for  1911.  The 
sum  of  interest  and  amortization  charges  represents 
not  much  over  4  per  cent  upon  the  funded  debt,  and 
is  much  less  than  the  interest  and  dividend  charges 
upon  any  profitable  American  road.  In  other  words, 
the  cost  of  the  capital  devoted  to  the  use  of  the  shipping 
and  travelling  public  by  the  Swiss  government  is  ma- 
terially less  than  the  cost  of  the  capital  devoted  to  the 
use  of  the  American  public  by  American  railways. 
Other  things  being  equal,  the  cost  of  service  on  the 
Swiss  railways  must  be  less  than  if  private  enterprise 
were  employed  to  render  the  same  service.  Hence  it 
would  appear  not  impossible  that  the  Swiss  govern- 
ment might  reduce  rates,  raise  wages,  shorten  the 
hours  of  labor,  and  improve  the  service,  as  it  has  done, 
and  still  make  both  ends  meet.  Under  the  peculiar 
Swiss  conditions,  then,  the  test  of  financial  success  is 
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tbe  proxiinity  of  the  profit  and  loss  item  in  the  accounts 
to  zero. 

There  has  been  a  wide-spread  impression  in  recent 
years,  both  in  Switzerland  and  elsewhere,  that  the 
federal  railways  have  proved  a  financial  failure.*  This 
impression  is  founded  largely  upon  the  annual  official 
budgets.  Each  year  since  the  revised  rates  of  wages 
and  passenger  and  freight  tariffs  were  put  into  effect, 
the  railway  management  itself  has  estimated  that  the 
next  year  would  close  with  a  deficit.  Thus  in  a  sense 
it  is  true  that  the  federal  railwajns  year  after  year 
have  been  having  to  face  deficits.  These  deficits, 
however,  have  been  more  apparent  than  real.  The 
actual  financial  results  have  regularly  been  more 
favorable  than  the  budgetary  estimates  with  the 
single  exception  of  the  year  1908,  and  the  federal 
railways  have  regularly  earned  a  surplus  over  and 
above  the  amounts  required  for  the  interest  and  amor- 
tization charges  except  in  the  two  years  1908  and  1909. 
This  is  indicated  by  the  following  table,  computed 
from  the  official  reports,  showing  in  parallel  columns 
the  estimated  deficits  and  the  actual  results. 


Profit  (+)  or  lo«(-) 
M  estimated  In  budget 

Profit  (+)  or  ioee(-) 

Yotf 

Actually  leiulting 

1902 

+4,422,420 

1903 

+1,030,682 

1904 

-  1,209.725 

-h     60,735 

1905 

-  2,088,400 

+   651,734 

1906 

-  4,060,350 

+2,548,523 

1907 

-  2,628,527 

+   429,812 

1908 

-  2,498,790 

-5,823,166 

1909 

-10,927,330 

-4,091,020 

1910 

-  9,125,000 

+7,948,758 

Some  of  these  figures  are  not  the  same  as  the  corre- 
sponding figures  in  the  official  budgets  and  reports. 

>  Cr.  p.  FaTBfier,  La  Sttuatlon  dee  ohemlns  de  for  f 6d6rauz  en  Swlwe.    Journal 
dee  ^conomlatee.  Dfeembiet  1010. 
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The  official  budgets  do  not  include  with  the  r^ular 
estimates  for  the  year  any  estimate  of  the  so-called 
"high-prices-increments"  paid  since  1906  to  the 
railway  employees.  Beginning  with  1907,  I  have 
included  such  an  estimate,  based  on  the  sum  actually 
so  paid  in  the  preceding  year.  The  official  reports 
often  carry  over  surpluses  or  deficits  into  the  accounts 
of  the  ensuing  year,  where  they  serve  to  conceal  the 
true  result  of  that  year's  operations.  Thus  the  report 
for  1910  states  the  result  of  the  year's  operations 
to  be  a  deficit  of  1,535,616  francs,  whereas  in  fact  the 
result  was  to  diminish  the  accimiulated  deficits  of 
the  two  preceding  years  by  the  amount  shown  in  the 
table,  that  is,  the  largest  surplus  in  the  history  of  the 
federal  railways.  Taking  the  results  of  the  entire 
operations  up  to  the  end  of  the  decade,  the  surpluses 
exceed  the  deficits.  Since,  however,  a  portion  of  the 
earUer  surpluses  were  employed  for  extraordinary 
amortizations,  the  official  balance  sheet  at  the  end 
of  1910  showed  a  net  deficit  of  one  and  a  half  million 
francs  on  the  eight  years'  operations,  or  a  little  more 
than  one-tenth  of  one  per  cent  of  the  present  funded 
debt  of  the  federal  railways.  The  amortization  charges 
for  a  single  year,  which  are  a  species  of  profit,  would 
wipe  out  this  deficit  several  times  over.  Since  all 
interest  and  amortization  charges  have  regularly 
been  paid,  this  nominal  deficit  may  be  disregarded. 
Indeed  it  shoidd  have  been  wiped  out  by  the  results 
of  the  first  quarter's  operations  in  1911.  So  near 
an  approach  to  the  ideal  zero  of  surplus  profits  must 
be  considered  a  sufficient  disproof  of  the  charge  of 
financial  failure. 

The  important  concern  is  whether  this  state  of 
equilibriiun  between  income  and  outgo  is  likely  to  be 
permanent.    We    must    therefore    inquire    into    the 
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causes  of  the  series  of  unfavorable  budgets  prepared 
by  the  railway  management  and  of  the  two  deficits 
actually  incurred. 

The  reduction  of  rates,  improvement  of  service, 
and  increase  of  wages,  as  pledged  by  the  Federal 
Council  in  its  message  of  1897,  had  for  their  immediate 
effect,  as  had  been  anticipated,  a  more  rapid  increase 
of  operating  expenses  than  of  traffic  receipts.  But 
the  advocates  of  nationalization  had  contended  that 
this  increase  woidd  be  met  out  of  savings  in  other 
directions,  especially  in  the  lowering  of  the  cost  of 
capital  and  in  the  more  economical  management  of 
the  railways  as  a  consolidated  monopolistic  system. 
Hence,  unless  the  advocates  of  the  policy  of  "  business 
opportunism "  were  mistaken  in  their  calculations, 
the  causes  of  the  unfavorable  budgets  must  lie  else- 
where. 

The  explanation  seems  to  be  simply  that  the  Federal 
Coimcil  had  calculated  very  closely,  when  it  outlined 
the  advantages  of  nationalization,  and  abnormal 
economic  conditions  could  easily  disturb  the  balance 
of  income  and  outgo.  In  1902-03,  when  the  transfer 
of  the  four  leading  private  lines  was  made,  Europe 
generally  was  suffering  from  an  acute  commercial 
depression.  The  receipts  had  already  shown  a  tendency 
to  fall  off  before  the  transfers  were  made.  The  new 
governmental  management  found  that  the  private 
systems  had  been  allowed  to  run  down  during  the 
preceding  period  of  uncertainty  more  than  had  been 
anticipated.  Maintenance  and  renewal  requirements 
were  accordingly  abnormally  heavy,  and  the  immediate 
outlook  for  an  increase  of  traffic,  despite  the  promised 
reduction  of  rates,  was  not  bright.  Hence  the  imfav- 
orable  budgetary  estimates  for  the  years  1904-06. 
The  commercial  depression,  however,  proved  to  be 
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only  temporary;  traffic,  both  passenger  and  freight, 
increased  with  unexpected  rapidity;  and  in  1906 
an  anticipated  deficit  of  nearly  five  million  francs 
was  converted  into  a  smplus  of  over  two  and  one- 
half  millions.  The  effect  was  to  stimulate  an  ac- 
celerated increase  of  expenditures.  This  is  reflected 
in  the  budgetary  estimates  of  new  construction  and 
equipment  to  be  charged  to  capital  accoimt,  as  well 
as  in  the  accoimt  of  operating  expenses.  The  railway 
management  understood  the  situation  perfectly.  Writ- 
ing in  1906,  they  stated  that  ''  thanks  to  the  develop- 
ment of  the  passenger  and  freight  traffic,  we  may 
hope  that  in  1906  as  in  the  preceding  year  operations 
will  be  concluded  without  a  deficit,  contrary  to  the 
anticipations  of  our  budget.  If  the  development 
of  the  traffic  continues  and  our  anticipations  of  increased 
receipts  are  accordingly  realized,  the  same  result 
will  occur  in  1907.  But  it  ought  not  to  be  overlooked 
that  the  continual  increase  of  expenditures  cannot  be 
further  held  in  check,  so  that  any  business  depression 
will  inevitably  upset  the  balance  of  our  accounts/'  * 
The  unwelcome  business  depression  came  at  the 
end  of  the  following  year,  the  year  of  the  American 
panic.  The  operating  receipts  of  the  Swiss  federal 
railways  were  less  in  1908  than  in  1907,  altho  expendi- 
tures were  materially  greater.  The  situation  was 
made  more  acute  by  the  grant  of  the  ''  high-priced- 
increments  "  to  the  employees.  In  fact,  not  only  the 
cost  of  labor,  but  that  of  many  other  railway  supplies 
had  gone  up  approximately  twenty-five  per  cent 
in  the  last  ten  years.  The  St.  Gothard,  the  only 
important  Swiss  railway  at  that  time  still  under  private 
management,  suffered  as  severely  as  did  the  federal 
railways.    The  federal  railway  management  cut  down 

^  B«loht  und  Antmg  Tom  28.  September,  lOOd,  p.  51. 
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expenses  in  every  legitimate  way,  suppressing  super- 
flous  trains,  and  reducing  its  working  force  as  much 
as  possible  without  impairing  the  efficiency  of  the 
service.  Yet  the  policy  begun  in  1906  of  voluntarily 
adding  a  supplement  to  the  wages  of  all  employees, 
in  order  to  enable  them  to  maintain  a  reasonable 
standard  of  comfort  in  the  face  of  an  ever-increasing 
cost  of  living,  was  courageously  nriaintained.  Had 
these  payments  been  discontinued,  the  federal  railways 
might  have  passed  through  the  crisis  without  any 
deficit,  but  such  a  backward  step  was  not  suggested. 
The  management  was  told  by  its  critics  that  it  could 
not  restore  the  equilibriimi  of  its  budget  without  a 
radical  increase  of  rates,  but  no  such  increase  was 
sanctioned.  The  management  adhered  to  its  policy 
of  retrenchment,  and  relied  upon  the  retiun  of  pros- 
perity to  revive  the  surplus. 

The  vigor  of  the  policy  of  retrenchment  is  revealed 
in  the  budgetary  estimates  of  capital  expenditures 
for  fresh  construction  during  this  period.  These 
amounted  to  39.7  millions  of  francs  for  1906,  to  42.6 
miUions  for  1907,  to  49.5  for  1908,  34.6  for  1909,  31.1 
for  1910,  and  30.7  for  1911.  The  operating  ratio, 
which  was  61.1  per  cent  in  1902  and  65.5  per  cent 
in  1903,  had  risen  to  72.8  per  cent  in  1908.  It  was 
reduced  by  1910  to  the  same  figure  as  in  1903.  In 
the  official  report  for  1910  (p.  56),  the  management 
was  able  to  point  to  the  complete  success  of  its  finan- 
cial policy.  The  second  decade  of  the  Swiss  federal 
railways  begins  auspiciously  with  an  estimated  sur- 
plus, the  first  budgetary  surplus  since  the  government's 
railway  policies  have  been  in  effect.*  The  truth  is 
that  tJie  Swiss  federal  railway  management  is  to  be 
highly   commended  for  its  energetic  and  sagacious 

t  Berioht  imd  Antrag  fOr  1911,  p.  48.    Ibid.  fOr  1912,  p.  60. 


Digitized  by  VjOOQ  IC 


362  QUARTERLY  JOURNAL  OF  ECONOMICS 

handling  of  a  difficult  situation.  In  any  imdertaking 
in  which  the  margin  of  profit  is  calculated  so  closely 
as  in  the  Swiss  federal  railways^  abnormal  conditions 
may  temporarily  produce  abnormal  profits  or  losses; 
but  over  longer  periods  of  time  these  should  offset 
one  another.  There  is  no  reason  why  the  equilibrium 
between  income  and  outgo  should  not  be  permanent. 
Our  examination  of  the  financial  history  of  the  Swiss 
federal  railways  leads  us  to  certain  definite  conclusions. 
Mr.  McPherson's  statement  that  the  railways  have 
become  a  drain  upon  the  tax-payers  is  not  supported 
by  the  evidence.  For  Mr.  Vrooman's  prediction, 
on  the  other  hand,  that  the  existing  railways  will  have 
paid  for  themselves  out  of  profits  in  about  sixty  years, 
there  is  substantial  foimdation  in  the  record  of  govern- 
mental management.  Without  venturing,  however, 
to  predict,  we  may  observe  that  the  Swiss  federal 
railways  have  already  reduced  rates,  improved  the 
service,  raised  wages,  and  made  a  profit.  In  short, 
the  evidence  of  the  first  decade  of  the  Swiss  federal 
railways  is  that  the  policy  of  "  business  opportunism  '' 
is  justifying  itself. 

A.   N.   HOLCOBCBE. 

HaBVABD  UNiyBBSTTT. 
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CharacteristicB  of  the  Western  States,  364.  —  Low  percentage  of 
tenancy  and  low  price  of  land,  365. — Decline  in  tenancy  since  1900, 367. 
Percentage  of  tenancy  greatest  for  fanns  of  medium  price,  used  for 
grain  farming,  369.  —  Very  low  percentage  of  tenancy  on  fruit  farms, 
370.  —  Changes  in  tenancy  in  the  West  since  1880,  372.  —  In  the 
United  States  at  large  a  slow  but  certain  increase  of  tenancy,  373.  — 
Yet  there  is  no  tenant  daas;  tenancy  is  a  step  toward  owneiahip,  374. 
The  relation  between  tenants  and  owners  needs  to  be  improved,  375. 

The  Western  division  of  states,  or  in  terms  of  the 
census  of  1910,  the  Mountain  and  Pacific  divisions 
combined,  comprise  twelve  states,  occupying  the 
Rocky  Mountain  region  and  extending  westward  to 
the  Pacific  Ocean.  In  area  these  states  are  large, 
being  equal  to  two-fifths  of  the  land  surface  of  the 
United  States.  From  the  standpoint  of  agriculture, 
however,  they  do  not  fill  so  important  a  place.  Within 
this  vast  extent  of  territory  are  found  but  one-seven- 
teenth of  the  whole  number  of  farms  of  the  United 
States,  one-eighth  of  the  acres  of  farm  land,  and  one- 
ninth  of  the  total  value  of  farm  land  and  buildings. 
In  comparison  with  the  North  Central  States  there 
are  but  one-fifth  as  many  farms,  three-tenths  as  many 
acres  of  farm  land,  and  less  than  one-fiifth  as  great  a 
value  of  farm  land  and  buildings. 

As  to  their  products,  the  western  states  make  a  good 
showing,  whether  in  proportion  to  the  nimiber  of 

>  Tb0  preoedinc  arttoles  are:  '*  Tenancy  In  tlie  North  Central  Statea/'  in  tbli 
Journal  for  August,  1911:  *'  Tenancy  in  the  North  Atlantic  States,"  Ibid..  November, 

1011. 
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farms  or  to  the  acres  of  farm  land.  Of  wheat  these 
states,  with  9.1  per  cent  of  the  total  acreage,  report 
13  per  cent  of  the  total  product.  Of  barley  they 
report  23  per  cent  of  the  acreage  and  27  per  cent  of 
the  product.  In  the  acreage  of  oats  they  report  5.5 
per  cent  of  the  total,  and  m  the  proportion  of  bushels 
produced,  6.8  per  cent.  A  showing  no  less  good  is 
made  in  respect  to  hay  and  forage,  the  division  re- 
porting one-eighth  of  the  acreage,  and  one-sixth  of 
the  yield  of  this  crop.  A  still  better  showing  is  made 
in  fruit  production,  altho  comparisons  with  other 
divisions  are  not  altogether  easy  to  make.  Of  the 
total  number  of  cattle  of  the  country  these  states 
contribute  about  15  per  cent,  and  of  the  sheep,  59 
per  cent. 

It  is  thus  apparent  that  the  western  states  are 
characterized  by  a  low  average  price  of  land,  accom- 
panying which  one  finds,  so  far  as  the  main  extent  of 
acreage  is  concerned,  the  live  stock  and  the  grain- 
growing  industries.  There  are,  however,  a  great 
number  of  instances  of  agriculture  as  highly  specialized 
as  is  to  be  found  anywhere  in  the  United  States.  This, 
for  the  most  part,  is  devoted  to  fruit  and  v^etable 
farming.  Where  the  general  and  the  specialized 
farming  is  within  the  same  county  it  is  not  a  simple 
matter  to  trace  the  characteristics  of  each  as  regards 
tenure.  However,  in  a  considerable  number  of  in- 
stances the  types  of  farming  are  fairly  separated, 
making  the  case  an  easier  one. 

Another  prominent  characteristic  of  the  western 
country  is  its  newness.  Of  the  acreage  of  farm  land 
added  to  the  total  within  the  United  States  during 
the  past  decade,  nearly  half  was  within  this  division  of 
states.  More  homesteads  have  been  taken  during 
the  past  decade  than  for  any  other  since  the  passage 
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of  the  Homestead  Act.  During  the  same  time  a  few 
thousand  Carey  Act  entries  have  been  made,  and  in 
addition,  large  numbers  of  farms  have  been  granted 
under  the  various  other  acts  in  vogue.  Within  the 
past  seven  years  entries  of  public  land  in  the  western 
states  have  equalled  in  extent  the  entire  state  of  New 
Mexico.  Nearly  all  of  the  farms  recently  acquired 
from  the  government  are  counted  as  owned  farms 
and  so  tend  to  reduce  the  proportion  of  rented  farms 
within  the  states  in  which  they  are  located. 

Of  the  373,000  farms  in  the  Western  division  in 
1910,  52,000,  or  14.1  per  cent  were  in  the  hands  of 
tenants.  This  is  a  smaller  percentage  than  for  any 
of  the  geographic  divisions  of  states  except  New 
England,  and  less  than  two-fifths  that  for  the  United 
States  as  a  whole.  Moreover,  the  price  of  land  is 
lower  in  the  western  states  than  in  any  other  division 
of  northern  states  outside  of  New  England.  Taking 
the  northern  and  western  states  by  divisions,  as 
now  recognized  by  the  Census  Bureau,  the  relation 
of  tenancy  to  value  of  land  may  be  viewed  in  the 
large.  It  would  hardly  be  instructive  to  include  in 
this  comparison  the  southern  states,  since  the  tenant 
question  is  there  so  essentially  different  from  that  of 
the  North. 

Valxjb  of  Land  and  Pbb  cent  of  Tenancy 


Value 

Percent 

Rank 

Rank 

per  acre 

of  tenancy 

in  value 

in  tenancy 

EaBt  North  Central  .   .   . 

$61.32 

27.0 

1 

2 

Pacific 

43.76 

17.2 

2 

4 

West  North  Central  .   .   . 

43.20 

30.9 

3 

1 

Middle  AUantic 

33.85 

22.3 

4 

3 

Mountain 

19.72 

10.7 

5 

5 

New  England 

19.27 

8.0 

6 

6 
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The  relationship  between  values  and  rate  of  tenancy 
may  seem  at  first  glance  to  be  a  very  uncertain  one, 
and  therefore  worthy  of  little  attention.  But  the 
absence  of  correlation  in  these  particulars  is  due  mainly 
to  the  high  rate  of  tenancy  in  the  West  North  Central 
division,  and  to  the  low  rate  in  the  Pacific  division; 
aside  from  these  two  divisions  the  rankings  on  the 
two  bases  are  similar  indeed.  It  will  be  remembered 
that  in  the  West  North  Central  division  the  condi- 
tions are  especially  favorable  for  the  development 
of  the  type  of  farming  to  which  the  American  system 
of  leasing  is  adapted,  and  this  fact  accounts  for  the 
relatively  high  percentage  of  tenancy  in  this  division. 
The  table  given  above  shows  the  Pacific  division  to 
rank  second  in  value  per  acre,  altho  this  and  the 
West  North  Central  division  (which  ranks  third  in 
that  respect)  are  less  than  a  dollar  an  acre  apart.  It 
cannot  be  doubted  that  if  we  consider  only  the  char- 
acteristic part  of   the   West  North  Central  division 

—  that  is  exclusive  of  the  great  body  of  very  cheap 
land  in  the  extreme  western  and  northern  portions 

—  then  the  North  Central  and  Pacific  divisions  change 
place  as  to  rank  in  value  per  acre;  and  this  single 
shift  brings  the  rank  in  value  and  the  rank  in  tenancy 
very  close  together  for  all  divisions.  But  value  per 
acre  is  only  one  factor  affecting  the  proportion  of 
tenancy.  As  will  be  pointed  out  presently,  other 
factors  figure  with  unusual  prominence  in  the  western 
states,  holding  the  percentage  of  tenant  farms  below 
what  it  would  be  were  only  the  more  general  type  of 
farms  foimd.  It  remains  true,  however,  so  far  as 
regards  farming  of  the  more  usual  sort,  that  the  pro- 
portion of  tenant  farms  rises  with  the  rise  in  land 
values. 

The  percentage  of  tenancy  in  the  western  states  in 
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1910  was  less  than  that  in  1900,  when  16.6  per  cent 
of  the  farms  were  in  the  hands  of  tenants.  The  de- 
crease is  apparently  due  to  two  main  causes.  In  the 
first  place  the  great  number  of  new  farms  taken  from 
the  public  domain  has  increased  the  number  of  owned 
farms  and  contributed  but  little  to  the  number  of 
tenant  farms.  On  the  other  hand,  the  development 
of  special  lines  of  agriculture,  particularly  the  growing 
of  fruit,  has  resulted  in  an  increase  in  the  niunber  of 
small  farms  in  the  hands  of  owners.  Aside  from 
these  two  main  causes  there  are  important  changes 
in  respect  to  some  of  the  leading  kinds  of  farming, 
such  as  wheat  growing;  accompanjdng  these  move- 
ments there  has  been  a  considerable  change  in  the 
percentage  of  tenant  farms.  In  the  main  the  tenant 
farms  are  about  the  same  in  size  as  are  the  owned 
farms,  altho  among  the  owned  farms  is  found  a  great 
majority  of  those  upon  which  fruit  is  the  chief  crop. 
This  would  seem  to  point  towards  a  smaller  size;  but 
the  tendency  is  largely  offset  by  the  fact  that  amongst 
the  owned  farms  are  found  also  the  greater  proportion 
of  live  stock  farms,  which  are  on  an  average  very 
large.  It  is  then  the  farms  intermediate  between 
these  largest  and  smallest  ones,  namely,  the  farms 
on  which  the  most  of  the  general  farming  is  done, 
such  as  the  growing  of  the  cereals,  which  show  the 
greater  number  of  tenants. 

The  land  highest  in  price  is  not  that  which  for  the 
most  part  constitutes  the  tenant  farms;  the  situation 
being  thus  unlike  that  in  the  North  Central  states. 
On  the  contrary,  inasmuch  as  the  land  highest  in  price 
is  that  used  for  fruit  growing  and  this  industry  is 
mainly  in  the  hands  of  owners,  a  large  percentage  of 
ownership  instead  of  tenancy  appears  on  this  highest 
priced  land. 
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In  California,  within  the  counties  in  which  land  is 
worth  $60  or  more  per  acre,  the  percentage  of  tenancy- 
is  20.1,  while  in  the  counties  in  which  it  is  worth  from 
$30  to  $60  per  acre,  the  percentage  of  tenancy  is  22.5, 
and  in  those  under  $30  per  acre,  19.8  per  cent.  The 
situation,  with  reference  to  the  high-priced  land,  is 
imlike  that  in  any  one  of  the  states  of  the  Middle 
West.  Likewise,  in  the  state  of  Washington,  in  the 
counties  in  which  the  average  value  of  land  is  $60 
or  more  per  acre,  the  percentage  of  tenancy  is  12.9, 
in  counties  with  values  from  $30  to  $60  per  acre, 
the  percentage  of  tenancy  is  15.9,  while  in  counties 
with  farm  land  valued  at  less  than  $30  per  acre  it  is 
11.7  per  cent.  In  Colorado  the  counties  with  land 
at  $35  and  over  per  acre  show  25.7  per  cent  of  ten- 
ancy; those  with  land  at  $20  to  $35  per  acre,  30.8 
per  cent. 

Using  as  the  criterion  the  total  value  of  the  farm 
instead  of  value  per  acre,  it  appears  that  the  tenants 
are  in  charge  of  the  high-priced  farms  much  more 
than  is  the  case  with  those  low  in  price.  In  Oregon 
the  group  of  counties  showing  the  lowest  priced  farms 
has  12.5  per  cent  of  all  farms  in  the  hands  of  tenants; 
the  group  of  medium  price,  16.2  per  cent;  and  the 
group  of  highest  price,  17.6  per  cent.  In  Washington 
the  percentages  on  the  same  basis  are  6.2  per  cent 
for  the  cheapest  farms,  12.7  for  the  mediimi,  and  19.9 
for  those  highest  in  price.  In  Colorado  the  low-priced 
group  shows  9.8  per  cent  of  tenant  farms,  the  medium, 
18.7  per  cent,  the  highest  priced  group,  28.7  per  cent. 
This  relationship  between  price  of  farms  and  tenancy 
is  due  in  the  main  to  one  general  fact.  Here  as  else- 
where the  tenants  are  doing  the  extensive  rather  than 
the  intensive  farming;  they  are  the  grain  farmers. 
Conditions  are  such  that  the  average  value  of  the 
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grain  farm  is  above  that  of  the  stock  farm,  since  the 
latter,  altho  large,  is  usually  very  low  in  price  per 
acre.  Again,  the  grain  farm  as  a  imit  is  of  hi^er 
value  than  the  fruit  farm,  since  the  latter,  tho  high 
in  value  per  acre,  is  of  small  size. 

The  proportion  of  farms  in  the  hands  of  tenants  has 
increased  simultaneously  with  the  growth  of  the  small* 
grain  industry,  and  has  decreased  where  small-grain 
farming  has  declined.  For  the  Western  division 
as  a  whole  the  tenants  have  been  raising  about  50 
per  cent  more  than  their  proportional  share  of  the 
oats  and  wheat,  and  more  than  double  their  share  of 
the  barley.  Wheat  growing  was  carried  on  in  Cali- 
fornia on  a  considerable  scale  for  many  years  until 
within  the  past  decade,  and  was  located  mainly  in  the 
great  central  valleys  of  the  state.  With  hfuxily  an 
exception  the  counties  in  which  there  were  great 
acreages  of  wheat  show  a  higher  percentage  of  tenancy 
than  the  average  for  the  state.  Since  1900  the  wheat- 
growing  industry  has  declined  greatly  throughout 
these  valleys,  and  during  the  same  time  the  percentage 
of  tenancy  has  fallen  from  a  proportion  above  that  for 
the  whole  state  to  one  quite  below  it.  The  same 
situation  is  foimd  in  Oregon,  where  with  the  decline 
of  the  wheat  industry  in  the  western  part  of  the  state 
the  proportion  of  tenant  farms  has  decreased  to  a 
marked  d^ree.  On  the  other  hand,  the  acreage  of 
wheat  has  increased  rapidly  in  the  northeastern  part 
of  the  state  and  at  the  same  time  the  proportion  of 
tenant  farms  has  gained  rapidly.  So  in  the  state  of 
Washington:  while  the  percentage  of  tenant  farms 
decreased  during  the  past  decade  for  the  state  as  a 
whole,  there  was  a  sharp  increase  in  the  southwestern 
part  of  the  state,  where  also  the  acreage  of  wheat 
increased  very  greatly,  —  in  fact,  more  than  doubled. 
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Within  the  12  counties  leading  in  wheat,  which  pro- 
duce 95  per  cent  of  the  wheat  grown  in  the  state,  24.2 
per  cent  of  the  acreage  of  this  grain  is  reported  by 
tenants. 

In  contrast  to  the  high  percentage  of  grain-producing 
farms  in  the  hands  of  tenants  is  the  very  low  per- 
centage of  fruit  farms  so  operated.  The  situation 
found  in  the  eastern  states  is  repeated  in  the  West 
with  emphasis,  the  more  pronounced  condition  being 
due  to  the  more  highly  specialized  character  of  the 
western  fruit  farmmg.  The  more  valuable  the  fruit 
farm,  either  per  acre  or  as  a  whole,  the  less  likely  is  it 
parted  with  under  lease.  The  oranges,  lemons,  grapes, 
and  apples  are  produced  mainly  by  men  who  own 
the  land  on  which  they  are  grown.  Of  the  great 
orange  crop  of  California  less  than  2  per  cent  is  grown 
by  tenants,  and  of  the  lemon  crop  but  little  over  4 
per  cent.  Vineyards  are  not  so  high  in  price  per  acre 
as  are  orange  and  lemon  groves,  neither  does  it  take 
so  long  to  bring  them  to  bearing  age;  hence  a  some- 
what larger  percentage  is  in  the  hands  of  tenants. 
Yet  in  the  14  leading  grape-growing  counties  of  Cali- 
fomia  the  proportion  of  grapes  produced  by  tenants 
is  but  9.2  per  cent,  while  in  the  same  <jounties  the 
proportion  of  tenant  farms  is  21  per  cent  or  over  twice 
as  great.  Apples  are  not  grown  so  exclusively  by 
special  farmers;  they  are  reported  in  considerable 
quantities  from  farms  on  which  grain  is  the  leading 
source  of  income.  Hence  the  grain  farms  in  the 
hands  of  tenants  frequently  produce  important  amounts 
of  apples.  In  the  seven  leading  apple-growing  counties 
of  Washington  one-sixth  of  the  farms  are  operated 
by  tenants,  but  they  report  only  13  per  cent  of  the 
apples  grown.  This,  however,  does  not  give  an  accu- 
rate pictiu^  of  the  situation,  since  several  of  these 
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counties  are  among  the  greatest  in  the  production  of 
wheat,  a  fact  which  accounts  for  the  relatively  high 
percentage  of  tenancy.  Within  these  counties  apple 
growing  is  a  subordinate  industry.  It  is  in  such 
coxinties  as  Chelan  (Washington)  or  Hood  River 
(Oregon)  that  the  characteristics  of  the  apple  farm 
can  be  found  well  isolated.  In  both  of  these  counties 
the  proportion  of  tenancy  is  low;  in  Chelan  coxmty, 
6.6  per  cent,  in  Hood  River^  5.5  per  cent.  In  Chelan 
county  the  tenants  report  only  4.5  per  cent  of  the 
apple  trees  of  the  country;  and  in  Hood  River  only 
5.6  per  cent.  For  each  of  these  counties  the  tenants 
report  a  higher  percentage  of  the  total  quantity  of 
apples  than  of  the  total  number  of  trees,  showing  that 
in  a  few  instances  bearing  orchards  are  rented. 

Unlike  fruit  growing,  the  raising  of  vegetables  is 
very  frequently  done  by  tenants.  In  1900  the  tenants 
of  the  western  states  operated  more  than  double 
their  proportional  nimiber  of  vegetable  farms,  and 
altho  the  same  classification  is  not  made  for  the 
census  of  1910,  the  situation  is  apparently  imchanged. 
The  most  important  vegetable-growing  districts  of 
the  West  are  in  the  vicinity  of  Los  Angeles  and  Seattle. 
In  Los  Angeles  county  52  per  cent  of  the  vegetable 
acreage  is  reported  by  tenants,  and  about  the  same 
m  King  county,  Washington,  in  which  Seattle  is 
located.  These  vegetable  farms  are  of  small  size, 
consisting  usually  of  a  few  acres  of  land  rented  for 
cash  to  Japanese  or  Chinese  gardeners. 

As  in  other  parts  of  the  United  States,  the  tenant 
of  the  Western  division  owns  comparatively  little 
live  stock.  In  1900  he  had  not  much  over  half  his 
proportional  share;  in  1910  the  situation  was  not 
greatly  changed.  In  a  few  states,  however,  the  tenants 
have  their  full  quota  of  dairy  cows,  while  they  un- 
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doubtedly  have  in  all  cases  their  full  share  of  draft 
animals,  altho  it  is  difficult  in  the  statistics  available 
to  distinguish  them  from  range  animals. 

Pbb  cbnt  of  Tbnanct  188Q-1910 


1910 

1000 

1890 

1880 

Western  States 

Montana 

Idaho 

Wyoming 

Colorado 

New  Mexico 

Arisona 

Utah 

Nevada 

Washington 

Oregon     

California 

14.1 

8.9 

10.3 

8.2 

18.2 

5.5 

9.3 

7.9 

12.4 

13.7 

16.1 

20.6 

16.6 

9.2 

8.7 

7.6 

22.6 

9.4 

8.4 

8.8 

11.4 

14.4 

17.8 

23.1 

12.1 
4.8 
4.6 
4.2 

11.2 
4.5 
7.9 
5.2 
7.5 
8.5 

12.5 

17.8 

14. 
5.3 
4.7 
2.8 

13. 
8.1 

13.2 
4.6 
9.7 
7.2 

14.1 

19.8 

Since  1880  tenancy  in  the  western  states  has  flue* 
tuated  considerably,  as  the  table  shows.  Beginning 
in  that  year  with  14  per  cent  it  fell  to  12.1  per  cent 
in  1890,  rose  to  16.6  per  cent  in  1900,  and  decreased 
again  in  1910  to  a  figure  just  barely  above  that  of 
thirty  years  before.  Notwithstanding  the  decrease  in 
tenancy  in  the  North  Atlantic  states  during  the  past 
decade,  there  has  been  in  general  an  appreciable 
advance  in  the  proportion  of  tenant  farms  for  the 
thirty-year  period  between  1880  and  1910.  But  the 
western  states  show  no  such  tendency.  Of  the 
eleven  states  in  the  Western  group  but  a  single  one, 
Wyoming,  shows  for  the  whole  period  an  uninter- 
rupted increase  in  the  proportion  of  tenancy,  and  as 
it  happens,  it  has  had  throughout  nearly  the  lowest 
proportion  of  any  of  these  states.    WitJii  hardly  an 
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exception,  the  states  in  which  the  most  extensive 
qrstems  of  fanning  have  predominated,  and  these 
are  the  older  states  in  point  of  agricultural  develop- 
ment, are  the  ones  in  which  the  percentage  of  tenant 
farms  is  highest. 

For  the  United  States  other  than  the  South,  25.6 
per  cent  of  the  farms  in  1910  were  operated  by  tenants, 
as  compared  to  25.5  per  cent  so  operated  in  1900. 
The  difference  seems  to  be  virtually  nil.  To  say, 
however,  that  the  advance  in  the  proportion  of  tenancy 
has  come  to  a  standstill  would  be  unwarranted.  As 
shown  in  the  preceding  articles  in  this  series  the 
tendency  is  still  apparently  toward  more  tenancy  in 
the  greater  portion  of  the  upper  Mississippi  valley, 
by  far  the  most  important  agricultural  area  of  the 
North.  This  tendency  toward  slow  but  certain  in- 
crease is  offset  for  the  present,  partly  by  the  decreases 
in  the  East  where  cheaper  land  and  specialized  farming 
promote  ownership,  and  partly  by  the  peculiar  con- 
ditions of  the  Western  division  of  states,  where  both 
speciaUzed  agricultiure  and  the  public  domain  are 
factors  in  keeping  the  proportion  of  ownership  high 
and  that  of  tenancy  low.  No  type  of  farm  is  immune 
from  tenancy  infection,  tho  a  few  types  are  nearly  so, 
while  on  the  other  hand,  certain  types  are  especially 
susceptible.  The  change,  so  far  as  the  great  body 
of  farms  in  the  North  is  concerned,  is  imminent,  not- 
withstanding the  apparent  respite  in  the  advance. 
Yet  it  remains  true  that  the  increase  in  the  proportion 
of  rented  farms  for  the  United  States  as  a  whole,  from 
35.3  per  cent  in  1900  to  37  per  cent  in  1910,  is  due 
chiefly  to  the  relative  increase  of  farms  of  this  class 
in  the  South,  where  the  problem  is  an  essentially 
different  one. 

Altho  there  are  many  tenants  in  the  United  States 
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there  is,  outside  of  the  colored  tenants  of  the  South, 
no  tenant  class.  The  tenants  are  young  men  who 
turn  to  this  way  of  getting  a  start  in  the  business  of 
farming.  In  almost  all  cases  the  beginning  is  made 
in  the  hope  of  becoming  a  farm  owner  within  a  com- 
paratively few  years.  That  hope,  tho  frequently 
long  deferred,  is  eventually  realized  in  the  greater 
nimiber  of  cases.  For  example,  the  census  of  1900 
shows  that  between  the  ages  of  25  to  34  more  farmers 
were  tenants  than  farm  owners.  But  the  change 
in  form  of  ownership  begins  at  once  after  the  age  of 
34,  and  for  the  higher  age  groups  owners  are  more 
numerous  than  tenants.  At  the  age  of  65  years  or 
over  owners  are  more  than  five  and  a  half  times  as 
numerous.  There  has  been  much  dispute  as  to  whether 
or  not  tenancy  is  a  step  toward  ownership,  but  the 
case  does  not  seem  open  to  argument.  Tenancy  is 
a  means  of  getting  a  foothold  and  makes  possible 
the  ultimate  ownership  of  land.  The  only  question 
—  an  open  one  —  is  whether  it  is  the  best  means  of 
accomplishing  the  result. 

Tho  we  have  many  tenants,  we  do  not  have,  outside 
of  a  few  instances,  a  tenant  system.  The  relation 
of  tenant  to  landlord  is  an  uncertain  one,  and  very 
frequently  one  unsatisfactory  to  both  parties.  Such 
it  must  remain  imtil  the  landlord  is  willing  to  content 
himself  with  a  reasonable  rate  of  income  on  the  in- 
vestment rather  than  to  hope  for  something  more 
than  ordinary  income,  something  in  the  natiure  of 
speculative  gain  to  be  realized  only  by  selling  the 
land.  On  the  other  hand,  the  tenant  must  be  given 
some  assurance  that  he  may  stay,  if  he  wishes,  more 
than  a  year  or  two  on  the  same  farm.  Men  fail  to 
become  land  owners,  or  postpone  for  years  the  time 
when  they  become  owners,  because  farming  as  they 
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pursue  it  does  not  pay  well  enough  to  enable  them  to 
buy  land.  The  reason  it  fails  to  pay  better  is  doubtless 
because  the  tenant  as  a  rule  is  not  a  good  farmer;  but 
the  fault  is  not  altogether  his.  The  owner  of  the  land 
leases  it  imder  such  terms  that  the  tenant  is  not  en- 
couraged in  the  use  of  scientific  methods.  The  tenant 
18  far  from  being  a  conservationist.  He  is  interested 
in  immediate  results,  and  immediate  results  are  ob- 
tained by  exploitation.  Moreover,  the  tenant  does 
not  even  produce  the  best  crops;  he  lags  behind  the 
farmer  who  tills  his  own  soil.  From  two  standpoints, 
then,  society  has  cause  for  complaint;  for  society  has 
a  right  to  expect  good  results  in  the  yield  of  crops 
and  such  care  of  the  soil  that  it  will  continue  at  its 
maximum  productivity.  Furthermore,  society  is  con- 
cerned with  the  relation  of  every  individual  to  the 
commimity;  but  the  tenant  is  little  disposed  to  assume 
commimity  responsibilities. 

'To  complain  of  the  growth  of  tenancy  is  useless. 
The  serious  question  is  that  of  a  remedy.  A  remedy, 
if  there  be  one,  must  be  in  the  nature  of  a  plan  by 
which  a  young  farmer  can  buy  land.  With  the  land 
high  in  price,  the  piurchase  must  be  mainly  on  credit. 
True,  the  products  of  the  farms  are  also  high  in  price, 
but  our  bunglesome  system  of  distribution  returns 
to  the  farmer  but  half  or  two-thirds  of  the  price  the 
consumer  shortly  pays.  Could  the  farmer  overcome 
this  expensive  way  of  getting  his  wares  to  the  market, 
he  could  more  easily  own  the  land  on  which  they 
grow.  Another  great  problem  is  that  of  agricultural 
credit.  It  has  been  well  solved  in  several  European 
coimtries;  but  in  America  the  farmer  pays  a  high 
rate  of  interest  on  what  he  borrows,  and  is  frequently 
short  of  ready  capital  for  carrying  on  advantageously 
the  operations  of  the  year.    A  good  system  of  marketing 
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and  a  good  system  of  credit  would  retard  the  move- 
ment toward  tenancy.  But  even  so,  an  equitable 
system  of  leasing  land  is  needed,  one  which  in  itself 
will  make  tenancy  more  tolerable  and  possibly  less 
frequent.  The  arrangement  under  which  one  man  owns 
the  land  and  another  tills  it  is  not  necessarily  bad  ;  it 
may  conceivably  be  of  advantage.  Yet  it  must  be 
recognized  that  land  ownership  on  the  part  of  the 
farmer  is  one  of  the  best  assets  he  can  have  both  as 
a  producer  and  as  a  citizen. 

Benjamin  H.  Hibbabd. 

Gbnbub  Buhbau. 
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MINORITY   SHAREHOLDERS   IN   RAILROAD 
COMBINATIONS 

A  complicated  phase  of  inter-railway  relations  in  connec- 
tion with  consolidation  arises  out  of  conflict  of  interest 
between  majority  and  minority  stockholders.  This  conflict 
is  peculiarly  likely  to  occur  whenever  a  bare  majority  of  the 
stock  of  one  railroad  is  held  by  another  railway  company. 
Abuse  of  corporate  control  may  be  exercised  in  two  dis- 
tinct ways;  the  majority  may  manage  the  smaller  company 
permanently  in  the  interest  of  the  dominant  owner,  regard- 
less of  the  rights  of  the  minority  to  a  fair  return  upon  their 
investment;  or  else  it  may  so  operate  it  for  a  time  as  to 
force  the  minority  to  sell  out  their  holdings  at  a  sacrifice. 
The  best  illustration  of  the  latter  policy  is  afforded  by  the 
leading  case  of  the  New  York  and  Northern  Railroad,  as 
adjudicated  in  1896  by  the  state  Court  of  Appeals.*  The 
New  York  Central,  being  desirous  of  acquiring  this  little 
company  which  operated  a  short  line  from  the  Harlem 
river  north,  first  acquired  a  substantial  block  of  its  second 
mortgage  bonds,  together  with  a  majority  of  its  capital 
stock.  It  then  proceeded,  as  alleged  by  the  minority  stock- 
holders, to  cancel  valuable  traffic  contracts  as  well  as  so  to 
operate  it  as  to  cause  default  in  the  interest  on  the  bonds. 
The  New  York  Central  thereupon,  as  holder  of  these  bonds, 
sought  to  foreclose  upon  the  mortgage,  buy  it  in  at  auction, 
and  thus  "  freeze  out "  the  minority  stockholders.  Simon 
Sterne,  representing  their  interests,  however,  after  pro- 
tracted litigation  succeeded  in  preventing  this  outcome. 
A  somewhat  similar  policy,  except  as  to  the  details  of  pro- 

1  150  N.Y..  410. 
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cedure,  seems  to  have  been  adopted  in  1902  by  the  Rock 
Island  directorate  in  order  to  force  the  minority  stock- 
holders of  the  Choctaw,  Oklahoma  and  Gulf  to  accede  to 
their  program  of  combination.  Manipulation  of  the  same 
sort  is  charged  in  the  protest  of  the  minority  shareholders 
of  the  Rutland  Railroad  in  1912  against  their  treatment 
by  the  New  Central  management;  in  connection  with  pro- 
ceedings before  the  Public  Service  Conunission  relative 
to  transfer  of  the  Rutland  company  to  the  New  Haven 
system. 

The  other  policy,  that  of  protracted  operation  of  a  sub- 
sidiary line  for  the  benefit  of  another  railroad  owning  a 
majority  of  its  shares,  rather  than  for  the  immediate  interest 
of  all  its  own  shareholders  alike,  is  illustrated  by  the  ex- 
perience of  the  Kanawha  and  Michigan.  The  facts  have 
been  brought  to  light  in  the  course  of  litigation  in  the  Federal 
courts  extending  over  the  greater  part  of  a  decade.*  It 
forms  a  part  of  the  checkered  history  of  the  ill-starred 
Hocking  Valley  Railroad.  The  smaller  company,  the 
Kanawha  and  Michigan,  held  a  strategic  position  in  the 
Ohio  and  West  Virginia  coal  fields.  It  was  ever  likely  to 
develop  into  a  "  disturbmg  factor  "  m  the  general  policy 
of  rate  harmony  initiated  by  the  Trunk  Lmes  after  1900. 
It  was  at  the  time  free  of  indebtedness  and  in  a  fair  way 
to  prosperity;  the  stock  sold  nearly  at  par.  A  bare  majority 
of  this  stock  was  acquired  by  the  Hocking  Valley;  which,  it 
is  alleged,  has  since  that  time  continuously  subordinated 
the  interests  of  the  Kanawha  and  Michigan  company  to 
its  own  advantage.  Opportimities  for  independent  develop- 
ment have  been  refused,  as  well  as  all  new  sources  of  busi-  * 
ness  and  other  railway  connections.  The  new  Virginian 
Railway,  for  example,  constructed  by  the  late  H.  H.  Rogers, 
might  easily  have  afforded  it  an  excellent  outlet  to  the 
south  and  east.  This  policy  of  repression  was  pursued 
for  years  with  the  result  that  no  dividends  were  ever  paid 
upon  the  capital  stock.    The  state  of  Ohio  brought  pressure 

t  Reviewed  in  an  addfeas  by  Samuel  Untenneyer  before  the  New  Yoric  County 
Lawyers*  AeMoiation,  January  5, 1911. 
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to  secure  its  release;  but  these  efforts  were  thwarted  in 
various  ways  by  transferring  its  shares  from  one  hand  to 
another.  The  final  outcome  was  a  surrender  of  the  minority 
shareholders  through  a  sacrifice  sale  of  their  holdings. 

During  these  same  years  the  minority  shareholders  of 
the  Hocking  Valley  itseU  have  been  protesting  in  the  F^eral 
courts  against  the  compact  of  1902,  whereby  51  per  cent 
of  its  stock  was  apportioned  among  five  neighboring  roads 
in  Trunk  Line  territory.  The  object  was  evidently  in  this 
case  simply  to  prevent  this  road,  a  minor  cross  line,  from 
disturbing  the  harmony  of  the  rate  situation.  The  minority 
stockholders,  however,  allege  that  a  limitation  of  the  joint 
holdings  of  these  companies  to  bare  majority  control  has 
deprived  them  of  a  market  for  their  property.  How  the 
acquisition  of  the  road  by  the  Chesapeake  and  Ohio  in  1911 
may  affect  the  interest  of  all  parties  concerned  remains  to 
be  seen. 

Many  other  illustrations  of  abuse,  real  or  alleged,  of  bare 
majority  control  to  the  detriment  of  minority  shareholders 
might  be  mentioned.^  In  most  cases  the  fairness  of  the 
management  is  a  matter  of  business  judgment;  depending 
generally  upon  the  policy  adopted  as  to  charging  better- 
ments to  capital  or  income  account.  And  the  courts  are 
very  properly  chary  of  hampering  boards  of  directors  in  the 
exercise  of  this  discretion.  But  there  can  be  little  doubt 
that  such  arrangements  are  always  fraught  with  real  danger 
to  the  powerless  minority  interest.  On  the  other  hand,  it 
should  be  recognized  that  the  power  of  a  small  minority 
to  obstruct  proceedings,  in  order  perhaps  to  compel  a  pur- 
chase of  their  holdings  at  exorbitant  prices,  must  be  subject 
to  proper  control  by  judicial  authority.  Blackmailing 
suits  and  obstructive  legal  proceedings,  either  for  purely 
speculative  purposes*  or  in  the  interest  of  extortion,  have 
been  too  frequent  in  our  industrial  history.    Nevertheless, 

1  St.  Jowph  and  Grand  Island;  Central  of  Georgia;  Chioaco  and  Eastern  OUnois; 
oited  fan  detail  by  the  author  in  The  RailwayAce  Gaaette,  January  5, 1912,  p.  10  et  seq. 

*  The  Keens  Southern  Pactfio  Pool;  Quarterly  Journal  of  Eoonomios.  vol.  xxv,  1911, 
p.  205. 


Digitized  by  VjOOQ  IC 


380  QUARTERLY  JOURNAL  OF  ECONOMICS 

the  striking  tendency  toward  railway  consolidation  since 
1900,  and  the  demonstrated  ease  with  which  a  concentrated 
body  of  stocky  even  far  short  of  an  actual  majority,  may 
carry  matters  with  a  high  hand,  regardless  of  minority 
rights,  have  proved  the  need  of  remedial  legislation.  The 
extraordinary  position  of  the  small  percentage  of  still  in- 
dependent ('' non-assenting ")  stockholders  of  the  Lake 
Shore  road,  standing  in  the  pathway  of  its  actual  merger  with 
the  New  York  Central  at  this  time,  affords  an  instance 
of  the  conflicting  interests  involved.  The  New  York  Cen- 
tral has  for  years  managed  the  Lake  Shore  primarily  in  its 
own  interest,  even  to  the  extent  of  using  it  as  its  fiscal  agent 
in  controlling  the  Reading  and  other  subordinate  roads  in 
Trunk  Line  territory.  Nice  questions  of  conflicting  rights 
between  majority  and  minority  interests  have  naturally 
arisen  all  along  the  line. 

Assuredly  no  undue  obstacle  should  be  placed  by  law  in 
the  way  of  a  straightforward  movement  toward  combinar 
tion  of  connecting,  non-competing  railroad  companies. 
All  such  movements  make  for  better  service,  simpler  finan- 
cing and  more  economical  management.  But  there  is  a  wide 
difference  between  buying  the  property,  —  e.  g,,  the  entire 
capital  stock  of  a  company  —  and  merely  acquiring  51  per 
cent  of  its  shares.  It  is  this  latter  practise  which  should 
be  regulated.  The  propositions  and  debates  in  Congress 
dealt  with  the  matter  at  length,  following  out  the  plans  in 
the  President's  message  of  1910;  but  unfortunately  the 
Mann-Elkins  act  did  not  cover  the  point  at  all.  The  matter 
has,  however,  been  revived  by  the  wise  recommendations 
of  the  Railroad  Securities  Commission  authorized  under 
that  law.  These  recommendations  may  best  be  stated  by 
the  following  excerpt  from  its  report. 

Any  company,  or  group  of  companies,  which  has  purchased  a 
majority  of  the  stock  of  any  existing  road  may  properly  be  re- 
quired to  buy  the  minority  stock  at  the  same  price  as  that  paid 
ior  the  majority  stock  where  the  price  has  been  uniform.  If  the 
price  has  not  been  uniform,  the  purchase  should  be  either  at  the 
average  price  paid  for  such  holdings  or  at  a  price  to  be  fixed  by 
appraisal,  at  the  option  of  the  minority  stockholders. 
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If  a  company  has  acquired  control  of  the  common  stock  of 
another,  but  not  of  its  preferred,  it  should  be  required  either  to 
buy  the  preferred  stock  or  to  make  the  preference  cumulative. 
For  the  continued  existence  of  a  non-cumulative  preference  under 
such  conditions  will  offer  constant  temptations  to  imfair  dealing, 
if  not  to  actual  fraud. 

In  order  to  avoid  vexatious  opposition  to  consolidation  by  a 
minority  it  should  be  possible,  after  such  an  offer  had  been  fairly 
made,  to  convey  the  property  by  three-foiuths  vote  of  the  share- 
holders and  dissolve  the  corporation.  The  purchase  of  less  than 
a  majority  of  the  stock  of  one  line  by  another  (except  as  one  of  a 
group  of  railroads  jointly  holding  the  stock  of  some  connecting 
company)  should  be  discountenanced  and  as  far  as  possible  pro- 
hibited. 

It  is  to  be  hoped  that  Congress  will  deal  with  this  im- 
portant matter  in  connection  with  whatever  supplementary 
legislation  is  needed  to  round  out  our  present  Interstate 
Commerce  Laws.  Mere  cumulative  voting  for  directors  on 
the  principle  of  certain  proposed  reforms  in  the  laws  re- 
specting the  suffrage,  in  order  to  curb  the  tyranny  of  polit- 
ical majorities,  might  do  something.  But  it  would  need 
to  be  a  part  of  a  general  plan  for  Federal  incorporation  of 
railroads.  That  is  a  proposal  of  larger  scope,  which,  it 
should  be  added,  is  also  favorably  treated  by  the  Railroad 
Securities  Conmiission  in  another  part  of  its  Report. 

William  Z.  Riplet. 
Habvabd  Univcbsttt. 


STATE  BOUNTIES  AND  THE  BEET-SUGAR 
INDUSTRY 

State  bounties  as  a  method  of  stimulating  the  development 
of  the  beet-sugar  industry  in  the  United  States  were  most 
in  vogue  from  1895-98.  There  were  some  cases  of  state 
bounty  granting  before  this  and  a  few  have  occurred  since, 
but  the  main  activity  took  place  during  the  three  years 
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following  the  expiration  of  the  bounty  period  of  the  McKinley 
Law  (July  1,  1895). 

As  a  rule  the  state  bounties  granted  during  this  period 
took  the  form  of  a  rate  per  pound  (usually  one  cent)  paid  on 
the  sugar  product,  and  commonly  providing  as  a  condition 
of  payment  that  the  beet  growers  be  paid  at  least  a  stipu- 
lated price  per  ton  for  the  beets  (usually  $5).  On  the 
most  common  basis,  —  one  cent  for  sugar  bounty,  with 
$5  per  ton  to  be  paid  for  beets,  —  the  extra  beet  price 
nearly  offset  the  bounty  on  sugar,  so  that  the  beet  growers 
in  fact  secured  most  of  the  money  paid  out  under  the  bounty 
law. 

Nebraska  was  one  of  the  pioneers  in  the  payment  of  beet- 
sugar  bounties.  That  state  had  two  experiences  with  the 
practice,  one  before  and  the  other  during  the  time  of  greatest 
activity  in  state  bounty  payments.  In  the  year  1889, 
when  the  Oxnards  established  a  beet-sugar  factory  at  Grand 
Island,  Nebraska,  that  enterprise  was  fostered  in  a  number 
of  ways,  including  an  outright  gift  of  the  land  on  which 
the  factory  stood,  a  cash  bonus,  and  a  state  bounty  of 
one  cent  per  pound  on  sugar  produced.  This  bounty  3rielded 
$7,364  for  the  campaign  of  1890;  in  the  following  year  the 
bounty  was  withdrawn.  The  same  group  of  capital  under- 
took to  establish  a  second  factory  at  Norfolk,  Nebraska, 
in  1892.  But  the  farmers  of  the  district,  in  view  of  the 
election  results,  which  pointed  to  the  repeal  of  the  Mo- 
Einley  bounty,  were  not  very  enthusiastic  about  the  enter- 
prise; and  this,  combined  with  the  dry  year  of  1894,  almost 
killed  the  industry  in  that  state. 

In  March,  1895,  the  state  came  to  the  rescue  of  the  lan- 
guishing industry,  and  the  legislature  passed  a  new  bounty 
law,  offering  f  of  a  cent  a  pound  on  all  sugar  manufactured, 
provided  the  beets  brought  the  farmers  at  least  S5  a  ton. 
Since  the  amoimt  of  bounty  on  the  finished  sugar  just  about 
covered  the  extra  cost  of  the  beets,  it  amounted  virtually 
to  a  bonus  of  SI  a  ton  for  the  beet  growers.  Under  the 
stimulus  of  this  law  some  9000  acres  were  put  under  beets 
for  the  two  Nebraska  factories  for  the  crop  of  1895.    The 
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legislature  of  1896  did  not  favor  the  principle,  and  repealed 
the  bounty  law.  The  Grand  Island  and  the  Norfolk  fac- 
tories nevertheless  paid  the  farmers  the  extra  price  for  beets, 
and  filed  with  the  state  a  claim  for  the  bounties,  due  under 
the  old  law.  This  claim,  which  amounted  to  $40,000,  was 
in  the  courts  for  a  number  of  years,  and  it  was  not  until 
1904  that  the  law  finally  was  declared  unconstitutional. 
The  two  subsidized  factories,  and  two  others  established 
later,  have  one  by  one  gone  out  of  business.  No  beet-sugar 
factories  are  now  in  operation  in  Nebraska. 

The  state  of  Michigan  had  an  experience  with  bounties 
which  in  many  respects  was  even  more  striking  than  that 
of  Nebraska;  tho  the  industry  established  under  the  impulse 
given  by  the  bounty  law  has  survived  in  Michigan  much 
better  than  it  did  in  Nebraska,  a  result  due,  no  doubt,  to 
natural  conditions  more  favorable  to  the  industry  in  Michi- 
gan than  in  the  latter  state.  The  legislature  of  1897,  in 
Michigan,  passed  a  law  providing  for  a  bounty  of  one  cent 
per  pound  to  be  paid  for  sugar  made  from  beets  for  which 
at  least  $4  per  ton  had  been  paid  to  the  farmers.  An  ap- 
propriation of  $10,000  was  made  to  cover  the  payment  of 
the  bounty,  and  it  was  provided  by  the  law  that  any  excess 
over  this  amount  should  come  from  the  general  fund  not 
otherwise  appropriated.  It  was  further  provided  that  any 
factory  with  a  capacity  of  at  least  2000  pounds  of  sugar  per 
day,  erected  while  this  act  was  in  force,  should  be  entitled 
to  receive  the  bounty  for  a  period  of  at  least  seven  years 
from  the  date  of  the  enactment  of  the  law,  March  26,  1897. 
The  Michigan  Sugar  Company,  with  a  factory  at  Bay  City, 
in  the  campaign  of  1898,  made  over  7,500,000  pounds  of 
sugar  and,  therefore,  claimed  $75,000  in  bounties  from  the 
state.  By  1899  there  were  eight  companies  in  operation, 
and  their  combined  bounty  claims  for  that  year  amounted 
to  $301,106.13. 

The  legislature  of  1899,  frightened  by  the  large  amount 
of  the  claim  made  under  this  bounty  law,  amended  the  act, 
reducing  the  bounty  to  ^  cent  per  pound;  but  the  legisla- 
ture refused  to  fix  the  limit  of  the  bounty  at  $25,000  as 
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recommended  by  the  governor,  and  accordingly  the  governor 
vetoed  the  new  law,  leaving  the  old  law  still  in  effect.  The 
matter  was  then  brought  before  the  Supreme  Court  of 
Michigan  in  connection  with  a  suit  for  bounties  unpidd, 
and  the  court  declared  the  law  unconstitutional,  since  it 
was  ''  not  a  proper  expense  of  the  state  on  which  a  tax  could 
be  predicated."  A  large  part  of  the  industry  thus  artifi- 
cially stimulated  remained  in  Michigan  even  after  the 
boimty  law  was  declared  unconstitutional,  and  Michigan 
today  ranks  as  the  third  largest  beet-sugar  producing  state 
in  the  Union. 

The  legislature  of  the  state  of  New  York,  on  May  18, 
1897,  passed  a  bounty  law,  appropriating  $25,000  to  be 
given  to  beet-sugar  manufacturers,  provided  none  received 
more  than  one  cent  per  pound,  and  provided  also  that  the 
factories  should  pay  to  the  farmers  not  less  than  $5  per  ton 
for  the  beets  used  in  manufacturing  the  sugar  on  which 
the  bounty  was  paid.  In  1898,  $50,000  was  appropriated 
to  cover  the  expense  of  this  boimty.  Tho  the  maximum 
limit  of  the  bounty  was  subsequently  reduced  to  ^  cent 
per  pound,  the  policy  of  paying  a  direct  bounty  for  sugar 
production  in  the  state  of  New  York  was  not  entirely 
abandoned  until  the  year  1907.  Of  three  factories  oper- 
ating in  New  York  under  the  law  at  various  times,  one  still 
survives. 

Utah  is  one  of  the  few  states  which  has  paid  a  sugar 
boimty  without  any  apparent  subsequent  regrets  or  change 
of  heart.  In  the  year  1896,  the  state  voted  a  one  cent  per 
pound  bounty  to  the  new  factory  at  Lehi,  and  it  seems  to 
be  pretty  generally  agreed  that  this  aid,  granted  for  the  first 
two  years,  was  an  important  factor  in  the  firm  establishment 
of  that  plant  as  a  successful  manufacturing  enterprise  and 
a  profitable  outlet  for  a  new  crop. 

One  of  the  late  comers  into  the  boimty  field  was  Kansas, 
and,  of  course,  its  methods  were  original  and  direct.  The 
state  of  Kansas,  in  1904,  paid  its  first  bounties  under  a  law 
which  differs  from  nearly  all  other  state  bounties  in  that 
the  bounty  of  $1  a  ton  on  beets  grown  was  paid  directiy  to 
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the  farmers  instead  of  being  paid  indirectly  by  the  sugar 
factory.  A  limit  of  $5000  was  set  for  this  bounty,  and  it 
was  provided  that  if  the  claims  for  bounty  totalled  more 
than  this  amount,  the  $5000  should  be  divided  pro  rata 
among  all  growers  on  the  basis  of  their  tonnage.  In  1904, 
6,378  tons  were  produced,  so  that  the  farmers  each  received 
ahnost  the  full  bounty  of  $1  per  ton.  In  1905,  there  were 
8,605  tons  grown  by  132  farmers;  and  m  1906,  69,000  tons 
were  grown  by  245  farmers.  Of  this  total,  11,000  tons 
were  grown  by  the  United  States  Sugar  and  Land  Company, 
and  were  chiefly  manufactured  at  the  company's  plant  at 
Garden  City,  altho  small  quantities  were  shipped  to  other 
factories,  also  under  control  of  the  company,  at  Holly  and 
Leavitt,  Colorado. 

The  state  of  Idaho  passed  a  bounty  law  which  was  brought 
into  the  courts  before  any  money  was  paid  under  it,  and  was 
finally  declared  unconstitutional  only  a  short  time  before 
the  bounty  period  provided  by  the  law  expired  automatically 
in  1904. 

The  state  of  Washhigton,  in  1898,  passed  a  law  providing 
for  a  bounty  of  one  cent  per  pound  on  raw  sugar,  with  a 
limit  of  $50,000.  This  was  to  be  paid  only  to  factories 
built  before  November  1,  1899  (afterwards  extended  to 
1901).  It  was  to  be  in  effect  only  three  years.  Only  one 
factory  made  claims  for  botmties  under  this  law. 

The  state  of  Minnesota,  in  1898,  passed  a  bounty  law, 
and  paid  bounties  in  1898  and  1899  to  a  single  factory. 
The  payment  was  refused  in  1900,  and  the  law,  under  contest, 
was  declared  unconstitutional. 

Iowa  and  Wisconsin  varied  the  form  of  bounty  somewhat, 
by  not  giving  a  direct  money  payment,  but  providing  merely 
for  exemption  of  the  beet-sugar  factories  from  taxation;  the 
Wbconsin  law  running  for  five  years  from  1897. 

The  states  of  South  Dakota,  Indiana,  Pennsylvania,  and 
lUinois  form  a  group  of  states  in  which  a  bounty  law  was 
passed  for  beet-sugar  production,  but  in  which  no  money 
was  ever  paid  out,  because  no  one  came  forward  who  had 
complied   with    the    requirements    of   the   statutes.    The 
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state  of  New  Jersey  had  a  peculiar  experience  in  that  a 
bounty  law  was  passed  by  the  legislature  in  1898,  but  was 
vetoed  by  the  governor,  on  the  ground  that  experiments 
did  not  indicate  sufficient  reason  to  believe  that  the  estab- 
lishment of  the  industry  was  feasible  in  the  state. 

P.  T.  Chsrinoton. 
Habyabd  XJNivBBsrrT. 
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THE  REGULATION  OF  RAILWAY  RATES 
UNDER  THE  FOURTEENTH  AMENDMENT* 

SUMMARY 

I.  Eariy  caaee,  such  as  the  Slaughter  House  Case  and  Munn  y. . 
niinois  seemed  to  indicate  narrow  scope  for  the  14th  Amendment, 
389.  —  II.  The  Minnesota  Rate  Cases  (1890)  put  greater  restriction 
on  the  regulative  powers  of  states,  393.  —  Dissenting  Opinions,  395. 

—  The  question  of  principle  directly  presented  in  the  Texas  Case, 
Reagan  y.  Farmers  Loan  &  Trust  Co.  (1894).  The  State  inhibited, 
398.  —  Other  cases,  establishing  the  right  of  judicial  inquiry,  400.  — 
m.  The  problem  of  valuation.  The  Nebraska  Rate  Cases  (1898), 
402.  —  No  definite  rule  stated  regarding  valuation,  404.  —  A  suggested 
distinction  between  public  service  corporations  and  those  placing  their 
property  in  an  analogous  position,  407.  —  An  unremunerative  rule 
sustained  in  the  Minnesota  coal  case  (1902),  410.  —  IV.  What  is 
reasonable  value  of  property  7    The  San  Diego  Water-rate  case,  412. 

—  The  KnoxviUe  Water  case,  414.  — The  New  York  Gas  Co.  Case, 
416.  —  Rising  land  value,  417;  the  valuation  of  the  franchise,  418; 
the  value  of  a  going  concern,  419.  —  The  element  of  wages  of  superin- 
tendence, 421.  —  The  law  still  in  a  formative  stage  as  regards  reason- 
able value,  423.  —  Difficulties  from  interaction  of  state  and  federal 
regulation,  424. 

I 

In  1873  the  Supreme  Court  of  the  United  States, 
in  the  first  decision '  that  involved  the  construction  of 

1  This  paper  gives  the  sobetMioe  of  leoturee  delivered  al  Harvmrd  Univenity  on 
tbe  14th  AmeDdment. 

>  Sbra^ter  House  Gmbs,  16  WaUaoe,  86. 

It  may  not  be  amiss  to  quote  the  lengwage  of  that  peii  of  the  fint  section  of  the 
14th  Amendment  which  is  here  under  consideration: 

**  No  state  shall  make  or  enforce  any  law  which  shall  abridse  the  privileses  or 
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the  Fourteenth  Amendment,  limited  its  application 
in  a  way  that  must  have  surprised  both  those  who 
had  advocated  and  those  who  had  opposed  its  adoption 
on  the  floor  of  Congress.  The  court  held  that  the 
privileges  and  immunities  of  citizens  of  the  United 
States  protected  by  the  amendment  were  not  the 
general  privileges  and  immunities  of  citizens,  but  only 
those  special  privileges  and  immunities  that  belonged 
to  citizens  of  the  United  States  as  such,  —  the  right 
to  come  to  the  seat  of  government,  to  assert  claims 
against  the  national  goveroment,  to  transact  business 
with  it,  to  seek  its  protection,  to  share  its  offices,  to 
have  free  access  to  its  seaports,  subtreasuries,  land 
offices,  and  the  courts  of  justice  of  the  several  states, 
to  demand  its  care  and  protection  over  life,  liberty, 
and  property  when  on  the  high  seas  or  in  the  jurisdic- 
tion of  a  foreign  goveroment,  to  assemble  and  petition 
for  redress  of  grievances,  and  to  have  the  writ  of  habeas 
corpus;  to  use  the  navigable  waters  of  the  United 
States,  and  to  enjoy  all  rights  secured  by  treaty  with 
foreign  nations,  to  change  citizenship  from  one  state 
to  another  with  the  same  rights  as  other  citizens  of 
that  state.  Important  as  these  rights  are,  they  are 
not  the  ordinary  everyday  rights  that  closely  affect 
the  citizen.  For  these  he  was  left  to  the  protection 
of  the  states.  Tho  the  actual  decision  related  only 
to  one  clause  of  the  amendment,  the  opinion  of  Mr. 
Justice  Miller,  who  spoke  for  the  court,  intimated 
strongly  that  the  clause  forbidding  the  states  to  de- 
prive any  person  of  life,  liberty,  and  property  without 
due  process  of  law,  and  to  deny  to  any  person  within 
its  jurisdiction  the  equal  protection  of  the  laws,  was 

unmunitaeB  of  oitiwns  of  the  United  States;  nor  shall  any  state  deprive  any  person 
of  life,  liberty,  or  property  without  due  process  of  law;  nor  deny  to  any  penon  within 
its  Jurisdiction  the  equal  protection  of  the  laws." 

The  reader  need  hardly  be  reminded  that  this  Amendment  was  made  after  the  Civil 
War,  being  ratified  in  1868. 


Digitized  by  VjOOQ  IC 


THE  REGULATION  OF  RAILWAY  RATES  391 

intended  to  protect  against  unjust  discrimination  the 
negro  race  only. 

Three  years  later,  however,  in  the  Granger  Cases,^ 
(1876)  it  was  taken  for  granted  that  the  scope  of  the 
latter  clause  of  the  amendment  was  broader,  and  that 
it  protected  not  merely  those  of  the  negro  race,  but 
all  persons.  The  court  in  fact  followed  the  dissenting 
opinions  of  Justices  Field  and  Bradley,  not  the  dictum 
of  the  prevailing  opinion  of  Justice  Miller. 

The  Granger  Cases  settled  the  authority  of  the  state 
l^islatures  to  control  the  charges  of  a  business  affected 
with  a  public  interest.  Some  of  the  language  used 
by  the  court  went  far  in  denying  any  right  of  the  court 
to  interfere.  It  was  said  distinctly  that  tho  the  power 
conceded  to  the  legislature  was  liable  to  be  abused, 
the  people  must  resort  for  protection  against  abuses 
to  the  polls  and  not  to  the  courts.  It  was  conceded 
that  under  some  circumstances,  but  not  under .  all, 
statutory  regulations  might  deprive  the  owner  of  his 
property  without  due  process  of  law;  but  it  was  held 
that  the  amendment  did  not  change  the  law;  ''  it 
simply  prevents  the  States  from  doing  that  which 
will  operate  as  such  a  deprivation." 

The  question  of  rates  seemed  by  these  decisions 
determined  to  be  a  legislative,  not  a  judicial  question. 
Six  years  later '  the  court  held  that  a  railroad  company 
whose  board  of  directors  was  by  the  charter  authorized 
to  establish  rates  could  not  as  against  a  general  law 
of  the  state  exact  more  than  three  cents  per  mile  per 
passenger.  The  reasoning  was  put  on  a  narrow  basis, 
involving  only  the  construction  of  the  charter.    The 

I  Mtum  V.  minoU.  M  U.  8.  113.  [1877.]  Chicago.  B.  A  Q.  R.  R.  Co.  v.  Iowa.  94 
U.  S.  165.  Pdk  ▼.  Chicaco  and  N.  W.  Railway  Co.,  Lawrence  v.  Same,  94  U.  8.  164. 
Chioaso.  M.  A  8t.  C.  R.  R.  Co.  v.  Aokloy.  94  U.  8.  179.  Winona  A  St.  Peter  R.  R. 
Co.  ▼.  Blake,  94  U.  8.  180.    Stone  v.  Wisoonain,  94  U.  8. 181. 

t  Ruga^  y.  Olinoia,  108  U.  8.  626.     [1883.] 
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power  granted  was  to  determine  the  rates  by  by-laws; 
the  power  to  pass  by-laws  was  Ihnited  to  such  as  were 
not  repugnant  to  the  laws  of  the  state,  and  hence  it 
was  held  that  the  by-laws  could  not  fix  a  greater  rate 
than  was  permitted  by  the  general  legislation;  "  grants 
of  immunity  from  legitimate  control,"  said  the  Chief 
Justice,  "  are  never  to  be  presumed." 

The  states  soon  began  to  avail  themselves  of  the 
power  to  control  business  affected  with  a  public  in- 
terest. The  first  important  case  concerning  the  limi- 
tation of  their  powers  arose  in  California.^  It  decided 
that  the  rates  of  a  water  company  might  be  fixed  by 
a  county  board  in  which  the  water  company  was  not 
represented,  altho  the  charter  of  the  company  pro- 
vided for  its  representation.  The  court  expressly 
reserved  the  question  what  might  be  done  in  case  the 
mimicipal  authorities  did  not  exercise  an  honest  judg- 
ment or  fixed  a  price  manifestly  unreasonable.  Two 
years  later,'  it  was  decided  that  railroad  charges  might 
be  fixed  by  a  Railroad  Commission,  altho  charters 
provided  that  the  companies  themselves  might  fix  the 
tolls  and  charges.  The  legislature  of  Mississippi,  by 
legislation  subsequent  to  the  charters,  created  a  Rail- 
road Commission  with  power  to  revise  rates  and  in- 
crease or  reduce  them  as  experience  and  business 
operation  might  show  to  be  just.  It  was  argued  that 
the  legislature  by  the  provision  in  the  charters  had 
surrendered  the  power  of  control  over  fares  and  freights. 
It  was  conceded  that  the  rates  must  by  the  rule  of  the 
common  law  be  reasonable,  and  the  court  held  that 
the  state  was  left  free  to  act  on  the  subject  of  reason- 
ableness within  the  limits  of  its  general  authority  as 
circumstances    might    require.    "  The    right    to    fix 

1  Spring  Valley  Water  Works  ▼.  Sehottler,  110  U.  8.  347.    [1884.] 
t  Bailxoad  CommiasioD  Oaaes,  116  U.  8.  807.    [1886.] 
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reasonable  charges  has  been  granted/'  said  Chief 
Justice  Waite,  ^'  but  the  power  of  declaring  what  shall 
be  deemed  reasonable  has  not  been  surrendered.  If 
there  had  been  an  intention  of  surrendering  this  power, 
it  would  have  been  easy  to  say  so;  not  having  said 
so,  the  conclusive  presumption  is  there  was  no  such 
intention."  The  court,  however,  was  careful  to  guard 
against  an  inference  that  the  power  of  regulation  was 
without  limit.  "  The  power  to  regulate,"  it  was  said, 
''  is  not  a  power  to  destroy,  and  limitation  is  not  the 
equivalent  of  confiscation.  Under  pretense  of  regu- 
lating fares  and  freights,  the  State  cannot  require  a 
railroad  corporation  to  carry  persons  or  property 
without  reward;  neither  can  it  do  that  which  in  law 
amounts  to  a  taking  of  private  property  for  public 
use  without  just  compensation,  or  without  due  process 
of  law." 

The  statute  was  held  not  to  be  in  conflict  with  the 
due  process  clause  and  the  equal  protection  clause  of 
the  Fourteenth  Amendment.  "  Genial  statutes  fixing 
maximum  rates,"  it  was  said,  '^  do  not  necessarily 
deprive  the  railroad  company  of  its  property  contrary 
to  the  amendment."  The  importance  of  the  qualifying 
word  ''  necessarily  "  appeared  in  subsequent  decisions 
when  it  was  held  that  such  statutes  might  sometimes 
be  void.  The  decisions  thus  far  were  in  favor  of 
public  control,  and  against  review  by  the  courts. 


II 

Four  years  later,  in  the  Minnesota  Rate  Cases,*  the 
court  took  a  position  hard  to  reconcile  with  what 
was  said  in  Munn  v.  lUinois  and  the  succeeding  cases. 

I  Ghionfo,  M.  A  St.  P.  Railway  Co.  v.  Minnesote.  134  U.  S.  418.  [1890.] 
MmneapoliB  Eastern  Railway  Co.  v.  MinneBOta,  134  U.  S.  467.    [1890.) 
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The  Minnesota  Commission  had  ordered  a  reduction 
of  rates  for  transportation  of  milk  from  three  cents 
to  two  and  a  half  cents  a  gallon;  and  for  switching 
cars  from  $1.26  and  $1.60  per  car  to  $1.00  per  car. 
The  railroads  resisted  and,  upon  application  to  the 
state  courts,  a  mandamus  was  issued  to  put  in  force 
the  rates  fixed  by  the  commission.  The  Supreme 
Court  reversed  this  action.  Justice  Blatchford  rested 
the  reversal  upon  the  fact  that  the  decision  of  the 
railroad  commission  was  made  a  finality  under  Minne- 
sota law;  he  said  that  the  commission  could  not  be 
regarded  as  clothed  with  judicial  functions  or  possessing 
the  machinery  of  a  court  of  justice.  "  The  question 
of  the  reasonableness  of  a  rate  of  charge  for  transporter 
tion  by  a  railroad  company,  involving  as  it  does  the 
element  of  reasonableness  both  as  regards  the  company 
and  as  regards  the  public,  is  eminently  a  question  for 
judicial  investigation,  requiring  due  process  of  law 
for  its  determination.  If  the  company  is  deprived  of 
the  power  of  charging  reasonable  rates  for  the  use  of 
its  property,  and  such  deprivation  takes  place  in  the 
absence  of  an  investigation  by  judicial  machinery,  it 
is  deprived  of  the  lawful  use  of  its  property  and  thus 
in  substance  and  effect,  of  the  property  itself,  without 
due  process  of  law  and  in  violation  of  the  Constitution 
of  the  United  States;  and  in  so  far  as  it  is  thus  deprived, 
while  other  persons  are  permitted  to  receive  reasonable 
profits  upon  their  invested  capital,  the  company  is 
deprived  of  the  equal  protection  of  the  laws." 

The  court  seemed  by  this  language  to  decide  that 
the  question  of  rates  was  always  a  judicial  question, 
and  not,  as  had  been  held  before  and  has  been  held 
since,  a  legislative  question;  that  it  could  therefore 
be  settled  by  a  judicial  tribimal  only;  that  if  a  railroad 
company  was  not  allowed  to  charge  reasonable  rates. 
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its  constitutional  rights  were  violated;  and  that  it 
was  entitled  to  reasonable  profits  in  the  same  sense 
as  other  persons  not  engaged  in  a  pubUc  calling.  It 
is  difficult  to  see  how  the  right  to  profit  as  individuals 
not  engaged  in  a  public  calling  can  be  consistent  with 
the  right  of  the  state  to  r^ulate  the  rates  of  those 
engaged  in  such  a  calling.  The  opinion,  carried  to  its 
logical  conclusion,  would  substitute  the  courts  for  the 
connnission  as  final  arbiter;  and  in  effect  would  throw 
the  whole  burden  of  rate  making  upon  the  judicial 
machinery.  No  wonder  the  opinion  did  not  command 
the  unanimous  voice  of  the  court.  Justice  Miller 
concurred  in  the  result,  but  upon  the  ground  that  the 
commission  had  applied  to  the  courts  to  enforce  their 
order;  that  in  substance  this  was  asking  the  courts 
to  determine  that  the  order  was  reasonable,  and  hence 
the  court  had  the  right  and  duty  to  inquire  into  the 
reasonableness  of  the  tariff  of  rates. 

Justice  Bradley,  speaking  for  himself  and  Justices 
Gray  and  Lamar,  dissented.  He  pointed  out  that 
the  decision  practically  overruled  Munn  v.  Illinois  and 
the  railroad  cases  decided  with  it;  that  the  question 
of  the  reasonableness  of  a  charge,  so  far  from  being  a 
judicial  question,  was  preeminently  a  legislative  one 
involving  considerations  of  policy  as  well  as  of  re- 
muneration; that  in  practice  it  had  usually  been 
determined  by  the  l^islature  by  fixing  a  maximum  in 
the  charter  of  the  company  or  afterwards  if  there  were 
no  binding  contract;  that  the  question  only  became 
judicial  when  the  legislatiu*e  enacted  simply  that 
rates  should  be  reasonable,  thus  necessarily  submitting 
the  question  what  was  in  fact  reasonable  to  the  judicial 
tribunals;  but  that  the  legislature  might  itself  or  by 
its  commission  fix  the  rates;  and  that  for  that  purpose 
their  decision  was  final,  unless  they  so  acted  as  to 
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deprive  parties  of  their  property  without  due  process 
of  law;  but  that  a  mere  difference  of  judgment  as  to 
amount  between  the  commission  and  the  companies 
without  any  indication  of  intent  on  the  part  of  the 
commission  to  do  injustice,  did  not  amount  to  a  dep- 
rivation of  property.  The  real  difference  between 
Justice  Blatchford  and  Justice  Bradley  was  as  to  the 
question  presented  in  a  rate  case.  According  to  the 
former  it  was:  ^'  is  the  rate  a  reasonable  one,  and  such 
as  would  afford  the  same  profit  as  could  be  realized  by 
one  not  subject  to  regulation  ?  "  According  to  the  latter 
it  was:  '^  is  the  rate  so  unreasonable  as  to  be  arbi- 
trary and  amount  to  confiscation  of  property  rather 
than  mere  regulation  of  a  rate  ?  "  The  difference  is 
striking  and  fimdamental.  If  the  legislature  had  the 
right  to  regulate  rates,  as  had  been  settled  in  the 
Granger  cases,  then  the  property  of  the  railroads  was 
qualified  by  that  public  right,  and  there  could  be  no 
deprivation  of  such  qualified  property  as  long  as  the 
l^islature  confined  itself  to  fair  regulation  and  did  not 
undertake  to  confiscate  under  the  guise  of  regulation. 
The  view  of  the  minority  has  finally  prevailed.* 

Justice  Bradley  in  the  course  of  his  opinion  took 
occasion  to  speak  of  the  relations  between  the  courts 
and  the  legislatiu*e.  His  words  are  worth  quoting: 
''  It  is  always  a  delicate  thing  for  the  courts  to  make 
an  issue  with  the  l^islative  department  of  the  govern- 
ment, and  they  should  never  do  so  if  it  is  possible  to 
avoid  it.  By  the  decision  now  made  we  declare,  in 
effect,  that  the  judiciary,  and  not  the  legislature  is 
the  final  arbiter  in  the  regulation  of  fares  and  freights 
of  railroads  and  the  charges  of  other  public  accommo- 
dations. It  is  an  assumption  of  authority  on  the 
part  of  the  judiciary,  which,  it  seems  to  me,  with  all 

>  Atlantic  Coast  Line  v.  No.  Car.  Corp.  Conun.,  206  U.  8. 1.    [1907.] 
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due  deference  to  the  judgment  of  my  brethren,  it  has 
no  right  to  make." 

The  decision  of  the  court  in  the  Minnesota  Rate 
Cases,  it  was  fiuilier  pointed  out,  gave  a  new  extension 
to  the  meaning  of  the  words  "  due  process  of  law." 
Justice  Blatchford's  language  must  mean  that  due 
process  of  law  requires  judicial  procedure  "  with  the 
forms  and  machinery,"  to  quote  his  language,  ^'  provided 
by  the  widsom  of  successive  ages  for  the  investigation 
judicially  of  the  truth  of  a  matter  in  controversy." 
Long  before  this  decision  the  court  had  held  in  an 
elaborate  opinion  by  Mr.  Justice  Curtis^  that  the  same 
words  in  the  Fifth  Amendment  did  not  necessarily 
imply  a  r^ular  proceeding  in  a  court  of  justice  or 
after  the  manner  of  such  courts;  and  this  view  had  been 
adopted  and  applied  in  the  construction  of  the  Four- 
teenth Amenchnent.  The  difficulty  of  Mr.  Justice 
Blatchford's  view  becomes  apparent  if  it  is  applied 
to  the  taking  of  the  property  of  the  citizen  by  taxation, 
by  assessments  for  public  improvements,  or  by  ad- 
ministrative measures  under  the  police  power;  or  to 
restraint  of  the  person  made  necessary  by  our  immi- 
gration laws.  ''  In  judging  what  is  due  process  of 
law,"  said  Mr.  Justice  Bradley,  "  respect  must  be 
had  to  the  cause  and  object  of  the  taking,  whether 
under  the  taxing  power,  the  power  of  eminent  domain, 
or  the  power  of  assessment  for  local  improvements, 
or  none  of  these:  and  if  found  to  be  suitable  or  admis- 
sible in  the  special  case,  it  will  be  adjudged  to  be  due 
process  of  law;  but  if  found  to  be  arbitrary,  oppressive 
and  unjust,  it  may  be  declared  to  be  not  '  due  process 
of  law.'  " 

The  decision  in  the  Minnesota  Rate  Case  inevitably 
led  to  repeated  efforts  to  secure  review  by  the  courts 

1  Mumy'B  LeflMe  v.  Hoboken  Luid  aad  ImproTement  Co.,  18  How.  272.    (1866.] 
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of  rates  fixed  by  statute  or  the  orders  of  public  com- 
missions. 

After  an  unsuccessful  effort  by  a  friendly  litigation 
to  have  a  particular  rate  declared  unreasonable,^ 
the  question  next  arose  in  the  great  case  of  Reagan  v. 
Farmers  Loan  &  Trust  Co.y^  noteworthy  because  it 
was  the  first  successful  effort  to  enjoin  the  enforcement 
of  rates  fixed  by  a  commission. 

The  question  was  squarely  raised,  for  the  defendant 
denied  the  power  of  the  court  to  entertain  the  inquiry 
at  all,  and  insisted  that  the  fixing  of  rates  for  carriage 
by  a  public  carrier  was  a  matter  wholly  within  the 
power  of  the  l^islative  department  of  the  government 
and  beyond  examination  by  the  courts.  To  this  the 
court  through  Mr.  Justice  Brewer  answered:  ^'The 
province  of  the  courts  is  not  changed,  nor  the  limit 
of  judicial  inquiry  altered,  because  the  legislatiire 
instead  of  the  carrier  prescribes  the  rates.  The  courts 
are  not  authorized  to  revise  or  change  the  body  of  rates 
imposed  by  a  legislature  or  a  commission;  they  do  not 
determine  whether  one  rate  is  preferable  to  another, 
or  what  under  all  circumstances  would  be  fair  and 
reasonable  as  between  the  carriers  and  the  shippers; 
they  do  not  engage  in  any  mere  administrative  work; 
but  still  there  can  be  no  doubt  of  their  power  and 
duty  to  inquire  whether  a  body  of  rates  prescribed 
by  a  legislature  or  a  conunission  is  unjust  and  unrea- 
sonable, and  such  as  to  work  a  practical  destruction 
to  rights  of  property,  and  if  found  so  to  be,  to  restrain 
its  operation." 

The  complainants  challenged  the  tariff  as  a  whole 
and  the  court's  inquiry  was  limited  to  its  effect  as  a 
whole.    The  facts  were  thus  stated  by  the  court: 

>  ChioAgo  A  Qiand  Trunk  Rulwior  Co.  ▼.  WcOnuai.  143  U.  8.  8S0.    [Igd2.] 

>  154  U.  8.  862    [1894.1 
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The  cost  of  this  raiboad  property  was  S40,OOO,OOO;  it  cannot  be 
replaced  to-day  for  less  than  $25,000,000.  There  are  $15,000,000 
of  mortgage  bonds  outstanding  against  it,  and  nearly  $10,000,000 
of  stock.  These  bonds  and  stock  represent  money  invested  in 
the  construction  of  this  road.  The  owners  of  the  stock  have  never 
received  a  dollar's  worth  of  dividends  in  return  for  then:  investment. 
The  road  was  thrown  into  the  hands  of  a  receiver  for  default  in 
payment  of  the  interest  on  the  bonds.  The  earnings  for  the  last 
three  years  prior  to  the  establishment  of  these  rates  were  insufficient 
to  pay  the  operating  expenses  and  the  interest  on  the  bonds.  In 
order  to  make  good  the  deficiency  in  interest  the  stockholders  have 
put  their  hands  in  their  pockets  and  advanced  over  a  million  of 
dollars.  The  supplies  for  the  road  have  been  purchased  at  as 
cheap  a  rate  as  possible.  The  officers  and  employes  have  been 
paid  no  more  than  is  necessary  to  secure  men  of  the  skill  and  knowl- 
edge requisite  to  suitable  operation  of  the  road.  .  .  .  The  actual 
reduction  by  virtue  of  this  tariff  in  the  receipts  during  the  six  or 
eig^t  months  that  it  has  been  enforced  amounts  to  over  $150,000. 

Upon  these  facts  the  Court  said: 

A  general  averment  in  a  bill  that  a  tariff  as  established  is  unjust 
and  unreasonable,  is  supported  by  the  admitted  facts  that  the  road 
cost  far  more  than  the  amount  of  the  stock  and  bonds  outstanding; 
that  such  stock  and  bonds  represent  money  invested  in  its  construc- 
tion; that  there  has  been  no  waste  or  mismanagement  in  the  con- 
struction or  operation;  that  supplies  and  labor  have  been  purchased 
at  the  lowest  possible  price  consistent  with  the  successful  operation 
of  the  road;  that  the  rates  voluntarily  fixed  by  the  company  have 
been  for  ten  years  steadily  decreasing  until  the  aggregate  decrease 
has  been  more  than  fifty  per  cent;  tiiat  under  the  rates  thus  vol- 
untarily established,  the  stock,  which  represents  two-fifths  of  the 
value,  has  never  received  anything  in  the  way  of  dividends,  and 
that  for  the  last  three  years  the  earnings  above  operating  expenses 
have  been  insufficient  to  pay  the  interest  on  the  bonded  debt,  and 
that  the  proposed  tariff,  as  enforced,  will  so  diminish  the  earnings 
that  they  will  not  be  able  to  pay  one-half  the  interest  on  the  bond^ 
debt  above  the  operating  expenses;  and  that  such  an  averment 
so  supported,  will,  in  the  absence  of  any  satisfactory  showing  to 
the  contrary,  sustain  a  finding  that  the  proposed  tariff  is  unjust 
and  unreasonable,  and  a  decree  reversing  it  being  put  in  force. 

In  decidmg  whether  a  tariff  is  so  unreasonable  and 
unjust  as  practically  to  destroy  the  value  of  the  carrier's 
property,  it  is  of  course  essential  to  fix  the  standard 
or  principle  upon  which  that  value  is  to  be  determined. 
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Upon  this  question  the  Reagan  case  is  indecisive. 
Some  of  the  language  suggests  that  cost  of  the  property 
is  the  proper  measure  of  its  value;  other  language, 
cost  of  replacement;  and  still  other  language,  present 
value.  The  question  was  left  for  discussion  in  the 
later  cases. 

The  Reagan  case  had  dealt  with  the  effect  of  the 
tariff  of  rates  as  a  whole.  Similar  questions  arose  in 
St.  Louis  and  San  Francisco  Railway  v.  GiUy^  where 
it  was  decided  that  the  correct  test  was  the  effect  of 
the  rates  on  the  whole  line  of  the  carrier's  road,  and 
not  the  effect  upon  that  portion  which  was  formerly 
a  part  of  one  of  the  consolidating  roads;  that  a  company 
cannot  claim  the  right  to  earn  a  net  profit  for  every 
mile  of  road,  nor  attack  as  unjust  a  r^ulation  which 
fixes  a  rate  at  which  some  part  would  be  imremunera- 
tive;  that  the  earnings  of  the  entire  line  must  be 
estimated  as  against  all  its  legitimate  expenses  under 
the  operation  of  the  act  within  the  limits  of  the  State. 
The  last  qualification  presents  a  new  diflSculty, — 
that  of  severing  a  railroad  into  parts  divided  by  the 
imaginary  state  lines.  The  later  effort  to  segregate 
intrastate  and  interstate  business  has  led  to  difficult 
problems  still  in  process  of  solution.  The  Gill  case 
was  a  suit  for  a  penalty,  and  the  court  in  referring  to 
Justice  Miller's  statement  in  the  Minnesota  Rate 
cases  that  the  rates  were  binding  until  judicially 
determined  to  be  void,  added  that  in  cases  where  the 
legislatiu*e  itself  fixed  the  rates,  a  bill  in  equity  was 
impracticable  because  there  was  no  public  functionary 
or  commission  which  could  be  made  to  respond,  and 
the  companies,  if  they  were  to  have  any  relief,  must 
have  the  right  to  raise  the  question  by  way  of  defense 
to  an  action  for  penalties.    This  remark  was  unneces- 

>  156  U.  8.  649.     [1895.1 
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sary  to  the  decision,  since  the  result  of  the  case  on  the 
facts  was  against  the  carrier.  The  remedy  by  injunc- 
tion to  restrain  legal  officers  of  the  state  from  prosecu* 
ting,  came  later. 

The  same  principle  that  applies  to  the  case  of  a 
carrier,  applies  also  to  a  turnpike  company.  In 
Comngtofiy  etc.,  Turnpike  Company  v.  Sandford,^  the 
court  held  that  the  facts  that  the  tolls  for  several 
years  prior  to  1890  had  not  admitted  of  dividends 
greater  than  4  per  cent  on  the  par  value  of  the  stock; 
that  the  proposed  reduction  would  so  diminish  the 
income  of  the  company  that  it  could  not  maintain 
its  road,  meet  its  ordmary  expenses,  and  earn  any 
dividends  whatever  for  stockholders,  showed  that  the 
constitutional  rights  of  the  turnpike  company  were 
violated.  Justice  Harlan  was  careful  to  say  that  a 
mere  failure  of  the  rates  to  suffice  to  earn  four  per  cent 
on  the  stock  would  not  justify  holding  the  rates  to  be 
void.  "  It  cannot  be  said,"  he  added,  "  that  a  cor- 
poration is  entitled,  as  of  right,  and  without  reference 
to  the  interests  of  the  public,  to  realize  a  given  per 
cent  upon  its  capital  stock.  .  .  .  The  public  cannot 
properly  be  subjected  to  unreasonable  rates  in  order 
simply  that  stockholders  may  earn  dividends."  In 
dealing  with  the  question  how  the  reasonableness  of 
rates  was  to  be  ascertained,  the  court  was  not  very 
satisfactory.  The  inquiry  was  said  to  involve  a 
consideration  of  the  right  of  the  public  to  use  the  road 
on  paying  reasonable  tolls,  and  also  of  the  reasonable 
cost  of  maintauiing  the  road  in  good  condition  for 
public  use,  and  the  amount  that  may  have  been  really 
and  necessarily  invested  in  the  enterprise.  It  was 
held  that  there  might  be  other  circumstances,  not  then 
necessary  to  state;  that  each  case  must  depend  upon 

1  164  U.  S.  578.    [1806.] 
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its  Special  facts;  and  justice  might  require  (Merent 
rates  for  different  roads.  In  short,  the  opinion  merely 
holds  that  rates  must  be  reasonable  and  fair  both  to 
the  public  and  the  company  and  must  not  be  so  low 
as  practically  to  deprive  the  company  of  its  property. 
No  standard  was  fixed,  and  the  case  decided  only  that 
the  particular  rates  infringed  the  constitutional  pro- 
vision. The  language  of  the  court  indicates  that  it 
is  the  actual  and  necessary  investment  of  the  company 
that  is  to  be  considered.  This  seems  to  mean  the 
actual  necessary  cost  as  distinguished  from  cost  of 
replacement  or  present  value. 

The  results  reached  up  to  this  point  may  be  thus 
summarized.  State  enactments  or  regulations  estab- 
lishing rates  that  will  not  permit  of  the  carrier  earning 
such  compensation  as  under  all  the  circumstances  is 
just  to  it  and  the  public,  infringe  the  provisions  of  the 
Fourteenth  Amendment;  and  the  question  whether 
rates  are  so  unreasonably  low  as  to  deprive  the  carrier 
of  its  property  cannot  be  conclusively  determined  by 
the  legislative  authority  of  the  state,  but  may  be  the 
subject  of  judicial  inquiry. 

Ill 

These  general  principles  do  not  go  far  to  solve  the 
question  in  a  particular  case.  The  decision  in  the 
Nebraska  Maximum  Rate  Cases  ^  took  a  further  step. 
It  was  contended  on  behalf  of  the  State  that  the  com- 
pensation to  be  allowed  the  carrier  after  pa3nnent 
of  operating  expenses  was  purely  a  question  of  public 
policy  to  be  determined  by  the  legislature  and  not  by 
the  courts.  "  It  cannot  be  successfully  contended," 
said  counsel  for  the  State,  '^  that  so  long  as  the  rate 

>  Smyth  V.  Anm.    Smyth  v.  Smith.     Smyth  v.  Higgiiuon,  169  U.  S.  466.    fl8Q8.] 
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fixed  pays  something  above  operating  expenses  to  the 
corporation  for  the  carrying  of  property,  it  amounts 
to  the  taking  either  of  the  use  or  of  the  property." 
"  It  must  follow  then,  that,  so  long  as  the  rate  fixed 
by  the  law  will  pay  the  operating  expenses  when 
economically  administered,  and  something  in  addition 
thereto,  the  power  of  the  court  ends,  and  the  extent 
to  which  rates  must  produce  profits  is  one  of  political 
policy."  In  short,  the  contention  was  that  the  right 
of  property  in  a  railroad  consisted  in  the  title  and 
possession  and  the  privilege  to  operate  it  economically, 
with  the  right  to  such  additional  compensation,  how- 
ever small,  as  the  legislature  chose  to  allow  from 
time  to  time.  The  successful  maintenance  of  this 
proposition  would  plainly  have  ended  the  control  of 
the  courts  over  the  subject.  It  went  to  the  very  root 
of  the  matter.  It  might  logically  be  contended  that 
a  property  right  that  was  subject  to  legislative  regula- 
tion, as  settled  by  the  Granger  Cases,  was  not  taken 
away  when  the  l^islatiu^  did  in  fact  regulate;  but 
it  was  nevertheless  true  that  the  power  to  regulate 
was  not  a  power  to  destroy.  The  case  involved  really 
a  definition  of  the  word  "  property  "  as  applied  to  a 
common  carrier;  and  in  view  of  the  earlier  decisions, 
the  court  very  naturally  answered  the  contention  of 
counsel  by  saying: 

The  idea  that  any  legislature,  State  or  Federal,  can  conclusively 
determine  for  the  people  and  ifor  the  courts  that  what  it  enacts  in 
the  form  of  law,  or  what  it  authorizes  its  agents  to  do,  is  consistent 
with  the  fundamental  law,  is  in  opposition  to  the  theory  of  our 
institutions.  The  duty  rests  upon  all  courts.  Federal  and  State, 
when  their  jurisdiction  is  properly  invoked,  to  see  to  it  that  no 
right  secured  by  the  supreme  law  of  the  land  is  impaired  or  de- 
stroyed by  legislation.  This  fimction  and  duty  of  the  judiciary 
distinguishes  the  American  system  from  all  other  systems  of  govern- 
ment. The  perpetuity  of  our  institutions  and  the  liberty  which 
is  enjoyed  under  them  depend,  in  no  small  degree,  upon  the  power 
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given  the  judiciaiy  to  declare  null  and  void  all  legislation  that  ia 
dearly  repugnant  to  the  supreme  law  of  the  land. 

The  definition  of  "  property "  becomes,  therefore, 
in  the  last  resort  a  matter  for  the  courts. 

The  Nebraska  case  involved  also  the  question  of 
rates  within  a  state  over  railroads  extending  through 
other  states.  It  was  said  that  rates  reasonable  in 
Iowa  might  be  unreasonable  in  Nebraska  since  the 
density  of  population,  and  hence  of  traffic,  might  be 
greater  in  the  former,  while  the  cost  of  construction 
and  maintenance  might  be  less.  It  was  held  that 
the  reasonableness  of  rates  on  traffic  wholly  within 
the  state  must  be  determined  without  reference  to  the 
interstate  business  done  by  the  carrier  or  to  the 
profits  derived  from  it.  "  The  argument  that  a 
railroad  line  is  an  entirety;  that  its  income  goes  into, 
and  its  expenses  are  provided  for  out  of  a  common 
fund,  and  that  its  capitalization  is  on  its  entire  line, 
within  and  without  the  state,  can  have  no  application 
where  the  State  is  without  authority  over  rates  on  the 
entire  line,  and  can  only  deal  with  local  rates  and  make 
such  regulations  as  are  necessary  to  give  just  compensar- 
tion  on  local  business."  Whether  the  attempt  thus 
made  to  sever  the  intrastate  from  the  interstate  business 
can  be  carried  out  successfully  is  a  question  involved 
in  later  litigation  and  not  yet  settled.  It  involves  a 
determination  of  the  proportion  of  value  of  plant 
and  cost  of  traffic  to  be  attributed  to  the  lines  within 
the  state.  In  view  of  the  interaction  of  the  various 
elements  of  cost  and  of  revenue  within  and  without 
the  state  upon  each  other,  the  problem  is  most  difficult, 
and  may  prove  possible  of  solution  only  by  an  approxi- 
mation. 

The  Court  in  the  Nebraska  case  considered  also 
the  question  on  what  amount  the  railroads  were  en- 
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titled  to  earn  a  revenue.  The  companies  contended 
that  they  were  entitled  to  such  rates  as  would  enable 
them  at  all  times,  not  only  to  pay  operating  expenses, 
but  also  to  meet  the  interest  regularly  accruing  upon 
all  outstanding  obligations  and  to  justify  a  dividend 
on  all  their  stock;  less  than  that,  it  was  said,  would 
deprive  them  of  property  without  due  process  of  law. 
The  court  held,  however,  that  this  contention  practi- 
cally excluded  from  consideration  the  fair  value  of  the 
property  used,  omitted  the  right  of  the  public  to  be 
exempt  {torn  unreasonable  exactions,  would  justify 
the  railroad  in  trying  to  earn  interest  on  bonds  in  excess 
of  its  fair  value  and  dividends  on  fictitious  capitaliza- 
tion. The  court  was  still  indefinite  in  laying  down 
the  basis  of  the  valuation  on  which  earnings  might 
fairly  be  had.  It  said  the  rights  of  the  public  would 
be  ignored  if  rates  were  exacted  without  reference  to 
the  fair  value  of  the  property  used  for  the  public  or  the 
fair  value  of  the  services  rendered.  But  these  two 
bases  of  calculation  are  far  from  leading  to  the  same 
result.  To  base  rates  upon  the  value  of  the  property, 
involves  the  value  of  the  plant  in  its  entirety  and  the 
net  result  of  all  the  rates  on  thousands  of  items.  To 
base  them  upon  the  value  of  the  services  rendered, 
involves  a  consideration  only  of  particular  items 
and  may  involve  a  consideration  of  the  value  of  the 
services  to  the  shipper.  The  two  methods  are  incom- 
mensurate. What  the  Court  decided  was  that  the 
basis  of  all  calculations  as  to  the  reasonableness  of 
rates  must  be  the  fair  value  of  the  property  used; 
that  in  order  to  ascertain  that  value,  the  original  cost 
of  construction,  the  amount  expended  in  permanent 
improvements,  the  amount  and  market  value  of  the 
bonds  and  stock,  the  present  as  compared  with  the 
original  cost  of  construction,   the  probable  earning 
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capacity  of  the  property  under  the  particular  rates 
prescribed,  and  the  sum  required  to  meet  operating 
expenses,  are  all  matters  for  consideration,  to  be  given 
such  weight  as  may  be  just  and  right  in  each  case. 
Justice  Harlan  was  careful  to  add:  "  We  do  not  say 
that  there  may  not  be  other  matters  to  be  regarded 
in  estimating  the  value  of  the  property." 

Many  of  these  elements  required  and  have  received 
and  are  destined  to  receive  further  definition  and 
analysis.  What  other  elements  are  to  be  considered 
may  never  be  finally  settled,  so  infinitely  various  are 
the  circumstances  that  distinguish  each  case  as  it 
arises. 

The  coiu*t  soon  had  occasion  to  apply  the  rule,  and 
the  opinion  shows  no  greater  certainty  in  the  basis  of 
valuation.^  A  water  company  insisted  that  the  court 
should  consider  the  cost  of  the  plant,  the  annual  cost 
of  operation  including  interest  on  money  borrowed 
and  reasonably  necessary  to  be  used  in  constructing 
the  same;  the  annual  depreciation  of  the  plant  from 
natural  causes  resulting  from  its  use;  and  a  fair  profit 
to  the  company  either  by  way  of  interest  on  the  money 
expended  for  the  public  use,  or  upon  some  other  fair 
and  equitable  basis.  All  these  matters  the  court 
conceded  ought  to  be  taken  iato  consideration,  but 
it  held  that  the  basis  of  calculation  was  defective  in 
not  requiring  the  real  value  of  the  property  and  the 
fair  value  in  themselves  of  the  services  rendered  to  be 
taken  into  consideration.  The  opinion,  however,  points 
to  no  more  definite  rule.  "  What  the  company  is 
entitled  to  demand,"  says  the  court,  "  in  order  that 
it  may  have  just  compensation,  is  a  fair  return  upon 
the  reasonable  value  of  the  property  at  the  time  it  is 
being  used  for  the  public."    This  adopts  present  value 

1  San  DiefEO  Lftnd  Co.  v.  Natioua  Cily.  174  U.  S.  739.    [1890.] 
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as  the  standard,  but  leaves  unsettled  how  the  reasonable 
value  of  the  property  is  to  be  ascertained,  and  what 
is  a  fair  return. 

The  opinion  in  the  next  case>  sought  to  make  a 
distinction  between  public  service  companies  and 
companies  which  without  any  intent  of  public  service 
have  placed  their  property  in  such  a  position  that  the 
public  has  an  interest  in  its  use.  As  to  the  jQrst  class, 
Justice  Brewer  said  the  owner  intentionally  devoted 
his  property  to  the  discharge  of  a  public  service,  and 
imdertook  that  which  is  a  proper  work  for  the  State, 
and  might  be  said  to  accept  voluntarily  all  the  condi- 
tions of  public  service  which  attach  to  like  service 
performed  by  the  State  itself.  As  to  the  second  class 
the  owner  placed  his  property  in  such  a  position  will- 
ingly or  unwillingly,  that  the  public  acquire  an  interest 
in  its  use,  but  he  submits  only  to  those  necessary 
interferences  and  regulations  which  the  public  interests 
require.  Of  the  former  it  was  said  that  since  the  State 
was  not  guided  solely  by  a  question  of  profit  but 
might  conduct  the  business  at  a  loss  having  in  view 
a  lai^er  general  interest,  so  perhaps  an  individual 
who  had  shown  his  willingness  to  undertake  the  work 
of  the  State  might  be  held  to  perform  that  service 
without  profit.  The  suggestion  was  put  in  the  form 
of  an  interrogation,  since  it  was  confessedly  imnecessary 
in  the  pending  case  to  determine  the  question.  It 
seems  to  conflict  with  Smyth  v.  Ames,  and  the  court 
has  never  yet  decided  that  the  legal  right  of  regulation 
goes  to  this  extent.  The  decided  case  involves  a 
corporation  of  the  other  class,  which  was  not  doing 
the  work  of  the  State,  was  not  performing  a  public 
service,  and  had  acquired  from  the  State  none  of  its 
governmental  powers.    The  business  was  that  of  a 

>  Cotting  y.  KanMs  City  Stock  Ywds  Co..  183  U.  S.  79.    [1901.) 
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stock  yard  at  Kansas  City.  The  business  was  held 
to  be  so  affected  with  a  public  interest,  being  at  the 
gateway  of  a  great  commerce  of  which  it  was  an  im- 
portant if  not  a  necessary  adjunct,  that  its  charges 
like  those  of  a  grain  elevator  were  subject  to  public 
regulation.  But  the  court  said  the  "  business  in  all 
matters  of  purchase  and  sale  is  subject  to  the  ordinary 
conditions  of  the  market  and  the  freedom  of  contract. 
He  (the  owner)  can  force  no  one  to  sell  to  him,  he 
cannot  prescribe  the  price  which  he  shall  pay.  .  .  . 
If  under  such  circumstances  he  is  bound  by  all  the 
conditions  of  ordinary  mercantile  transactions,  he 
may  justly  claim  some  of  the  privileges  which  attach 
to  those  engaged  in  such  transactions.  And  while 
he  cannot  claim  immunity  from  all  state  regulation, 
he  may  rightfully  say  that  such  regulation  shall  not 
operate  to  deprive  him  of  the  ordinary  privileges  of 
others  engaged  in  mercantile  business."  The  dif- 
ference in  practical  result  suggested  in  the  opinion  is 
that  in  the  case  of  a  business  affected  with  a  public 
interest  altho  not  devoted  to  the  public  service,  the 
state's  regulation  of  charges  is  not  to  be  measured  by 
the  aggregate  of  profits  determined  by  the  volume  of 
business,  but  by  the  question  whether  any  particular 
charge  to  an  individual  dealing  with  him  is,  considering 
the  service  rendered,  an  unreasonable  exaction.  "  The 
question  is  not  how  much  he  makes  out  of  his  volume 
of  btisiness,  but  whether  in  each  particular  transaction 
the  charge  is  an  unreasonable  exaction  for  the  services 
rendered.  He  has  a  right  to  do  business.  He  has  a 
right  to  charge  for  each  separate  service  that  which 
is  reasonable  compensation  therefor,  and  the  legisla- 
ture may  not  deny  him  such  reasonable  compensa- 
tion, and  may  not  interfere  simply  because  out  of  the 
multitude  of  his  transactions  the  amount  of  his  profits 
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is  large.  Such  was  the  rule  of  the  common  law  even 
in  respect  to  those  engaged  in  a  quasi  public  service 
independent  of  legislative  action.  In  any  action  to 
recover  for  an  excessive  charge,  prior  to  all  legislative 
action,  who  ever  knew  of  an  inquiry  as  to  the  amount 
of  the  total  profits  of  the  party  making  the  charge  ?  " 

The  distinction  suggested  by  Justice  Brewer  and 
his  expressions  with  reference  to  the  subject  are  interest- 
ing and  suggestive;  but  the  opinion  was  not  the  opinion 
of  the  court.  Six  out  of  nine  judges  assented  to  the 
judgment  upon  the  groxmd  that  the  Kansas  statute 
violated  the  Fourteenth  Amendment  because  it  ap- 
plied only  to  one  stock-yards  company,  and  not  to 
other  corporations  engaged  in  like  business  in  Kansas, 
and  therefore  denied  to  that  company  the  equal  pro- 
tection of  the  laws.  They  were  careful  to  say  that 
they  expressed  no  opinion  upon  the  question  whether 
it  deprived  the  company  of  its  property  without  due 
process  of  law.  This,  and  not  Justice  Brewer's  elabo- 
rate opinion,  expresses  the  view  of  the  court.  Under 
the  facts  of  the  case  it  amoimted  to  saying  that  the 
answer  was  doubtful  to  the  question  whether  rates 
that  enabled  a  company  to  earn  5.3  per  cent  on  the 
value  of  the  property  used  for  stock-yards  piuposes, 
instead  of  about  10  per  cent  previously  earned,  amoimted 
to  depriving  it  of  property  without  due  process  of  law; 
the  propriety  of  any  rate  of  return  was  not  decided. 

The  suggestion  that  a  public  service  company, 
doing  the  work  of  the  state,  might  properly  do  it  for 
an  unremimerative  rate  bore  fruit  in  the  Minnesota 
Coal  Rate  case.^  That  case  is  important  because 
it  sustained  an  unremimerative  rate  upon  coal  fixed 
by  the  state  commission.  The  ruling  is  in  conflict 
with  the  reasoning  of  Smyth  v.  Ames  (the  Nebraska 

>  Minneapolis  k  St.  Louis  R'd  Co.  v.  Minnewta,  186  U.  S.  367.    [1002.] 
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cases)  and  the  court  recognizes  the  necessity  of  explain- 
ing the  distinction.  It  says  that  while  the  reasonable- 
ness or  unreasonableness  of  rates  for  intrastate  traffic 
must  be  determined  without  reference  to  the  interstate 
busmess,  it  does  not  follow  that  the  companies  are 
entitled  to  earn  the  same  percentage  of  profits  on  all 
classes  of  freight  carried.  This  hardly  justifies  the 
conclusion  that  the  carrier  may  be  compelled  to  carry 
some  goods  at  a  loss;  for  if  so,  the  power  to  select 
those  goods  involves  a  power  to  discriminate  quite 
at  variance  with  fundamental  principles;  if  the  rail- 
road can  be  compelled  to  carry  coal  at  a  loss,  it  may 
also  be  compelled  to  carry  other  goods  at  a  loss;  and 
since  it  is  entitled  to  a  fair  return  upon  the  whole 
business,  this  loss  must  be  made  up  by  the  imposition 
of  a  heavier  rate  on  other  goods  than  would  natiirally 
fall  thereon;  the  public  authorities  are  then  permitted 
to  discriminate  against  some  shippers  and  in  favor 
of  others^  a  discrimination  which  has  always  been 
condemned,  and  was  held  to  be  illegal  by  the  New 
Jersey  Supreme  Court,*  upon  the  ground  that  carriers 
were  engaged  in  a  public  employment,  three  years 
before  the  United  States  Supreme  Coutt  decided  the 
Granger  Cases. 

The  court  in  the  Minnesota  Coal  Rate  Case  sou^t 
to  justify  the  losing  rate  upon  the  ground  that  for  pur- 
poses of  ultimate  profit  and  of  building  up  a  future 
trade,  railways  carry  both  fre^t  and  passengers 
at  a  positive  loss.  No  doubt  such  is  the  fact,  and  if 
railways  were  to  be  left  free  to  fix  rates  according  to 
their  own  pleasure,  and  to  discriminate  at  their  pleasure 
between  shippers,  the  practice  of  sowing  seed  to  reap 
a  future  crop  might  be  permissible.  The  difficulty  is 
that  considerations  of  that  kind  are  not  reducible  to  a 
legal  rule,  but  involve  considerations  of  business  policy. 

>  MesMoter  v.  Pennqrlvania  IL  R.  700,  407.    [1873.] 
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It  is  not  only  diflBcult  to  determine  how  much  of 
the  value  of  an  entire  railroad  shall  be  attributed  to 
the  portion  within  a  state,  but  since  even  that  portion 
is  used  in  part  for  intrastate  and  in  part  for  interstate 
traffic,  the  value  of  the  property  used  for  local  and  for 
through  traffic  must  also  be  determined;  and  since 
all  the  business  is  done  by  the  same  men,  with  the  same 
equipment,  the  total  cost  of  conducting  the  business 
must  also  be  apportioned.  As  might  be  expected 
from  the  intricacy  of  the  problem,  the  results  thus  far 
reached  are  not  satisfactory.  In  the  Gill  case  it  was 
held  that  every  mile  need  not  pay;  from  which  it 
would  seem  to  result  that  the  system  must  be  treated 
as  an  entirety,  and  that  losses  on  local  traffic  might  be 
balanced  by  profit  on  through  traffic  or  vice  versa. 
Smyth  V.  Ames  decided  the  contrary,  and  made  neces- 
sary the  determination  of  the  proper  basis  for  appor- 
tionment of  value  and  cost.  The  South  Dakota  case  ^ 
rejected  gross  receipts  as  a  proper  basis  for  the  appor- 
tionment. The  other  basis  suggested  is  that  of  the 
volume  of  traffic  determined  according  to  ton  mileage. 
The  tendency  of  the  more  recent  cases  in  the  lower 
federal  courts  seems  to  be  in  the  direction  of  appor- 
tioning cost  and  value  according  to  gross  receipts. 
The  question  is  still  imsettled  in  the  Supreme  Court. 
In  the  Florida  Phosphate  cases,^  the  court  leaned  to  the 
ton  mile  basis,  at  least  as  far  as  concerns  the  cost  of 
doing  the  business. 

The  question  to  be  decided  when  the  protection  of 
the  Fourteenth  Amendment  is  invoked,  is  whether 
the  rates  as  a  whole  afford  a  sufficient  return,  or  are 
so  low  as  to  amount  to  confiscation.    When,  as  in  the 

>  CUcaco,  M.  A  St.  P.  R'y.  ▼.  Tompkinfl.     176  U.  S.  167. 

*  AtUuxUo  CoMt  Line  v.  Florida.  208  U.  S.  256.  [1906.)  Seaboaixl  Air  Une  v. 
Fkfida,  208  U.  8.  261.    [1906.1 
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South  Dakota  Coal  case  or  the  Florida  Phosphate 
cases,  the  rate  upon  a  smgle  article  only  is  involved, 
it  is  impossible  to  determine  the  effect  of  that  single 
rate  upon  gross  or  net  returns  on  the  entire  traffic, 
and  hence  impossible  to  prove  that  the  rate  fixed  is 
so  low  as  to  amoimt  to  confiscation.  Such  was  the 
result  in  the  Florida  Phosphate  cases,  and  it  is  quite 
conceivable  that  the  court  might  be  forced  to  decide 
that  one  imremimerative  rate  after  another  was  not 
in  conflict  with  the  property  right  of  the  carrier,  until 
an  entire  schedule  of  unremunerative  rates  might 
have  been  sustained.  In  the  Phosphate  cases  the 
question  did  not  arise,  since  the  rate  permitted  ex- 
ceeded the  average  rec^pts  per  ton  per  mile  under 
the  previous  tariff.  But  the  possibility  of  the  result 
I  have  indicated  illustrates  the  danger  of  the  decision 
in  the  Minnesota  Coal  case,  that  a  carrier  may  be 
required  to  carry  a  particular  commodity  at  an  im- 
remimerative  rate. 

IV 

The  reasonable  value  of  the  property  used  was  by 
1903  pretty  well  recognized  as  the  proper  standard 
upon  which  returns  may  be  earned.  In  San  Diego 
Land  &  Town  Co.  v.  Jasper  ^  the  court  said:  ^^  It  no 
longer  is  open  to  dispute  that  imder  the  Constitution 
what  the  company  is  entitled  to  demand,  in  order 
that  it  may  have  just  compensation,  is  a  fair  return 
upon  the  reasonable  value  of  the  property  at  the  time 
it  is  being  used  for  the  public.'^  That  standard  is 
adopted  as  against  a  standard  based  on  actual  cost, 
less  depreciation.  Actual  cost,  selling  price,  valuation 
for  taxation,  may  all  be  evidence  of  the  actual  value. 
But  actual  value  may  sometimes  be  enhanced  by  the 

1  189  U.  S.  439.     [1903.] 
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fact  that  the  plant  is  larger  than  is  needed.  Is  the 
company  entitled  to  earn  a  revenue  on  an  unnecessary 
expenditure  ?  To  this  question,  the  court  answers, 
no.  Upon  the  value  as  fixed  by  the  local  board,  rates 
were  fiixed  with  the  intention  of  securing  a  yield  of 
6  per  cent.  The  court  found  no  sufficient  evidence 
that  this  rate  was  confiscatory.  But  the  local  board 
had  fixed  the  rates  as  if  the  water  company  supplied 
the  whole  6000  acres  outside  the  city  for  which  the 
works  were  intended.  In  fact  it  supplied  less,  and  its 
receipts  were  therefore  less  than  the  supervisors  esti- 
mated. The  result  might  give  the  appellant  less  than 
6  per  cent  on  the  value  of  the  plant.  But  the  court 
said  that  if  the  plant  was  built  for  a  larger  area  than 
it  could  supply,  the  Constitution  did  not  require  that 
two-thirds  of  the  contemplated  area  should  pay  a  full 
return.  The  case  is  therefore  important  because 
it  holds  that  a  failure  to  pay  6  per  cent  on  present 
value  is  not  necessarily  decisive  of  ^e  question  whether 
rates  are  confiscatory  so  as  to  violate  the  constitutional 
provision.  The  present  value  on  which  the  company 
is  entitled  to  a  return  is  only  the  present  value  of 
what  is  reasonably  necessary  for  the  public  service. 

A  water  company  in  Califomia^  was  incorporated 
under  a  statute  which  empowered  the  county  board 
of  supervisors  to  regulate  rates,  but  not  to  reduce 
them  so  low  as  to  yield  to  stockholders  less  than  1^ 
per  cent  a  month  on  the  capital  actually  invested. 
After  the  company  had  invested  about  a  million 
dollars  in  its  plant,  a  new  statute  empowered  the 
supervisors  to  so  adjust  the  rates  as  to  jdeld  not  less 
than  6  nor  more  than  18  per  cent  per  annum  upon 
the  value  of  the  property  actually  used  and  useful 

A  Stanulftiis  County  t.  8mi  Joaquin  Mid  King's  River  Canal  and  Irrigation  Co. 
192  U.S.  201.     [1904.1 
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for  the  supply  of  water.  The  court  held  that  there 
was  no  contract  the  obligation  of  which  was  impaired, 
and  that  even  if  there  was  a  contract,  the  legislature 
might  alter  or  amend  the  original  statute  imder  its 
reserved  power.  For  our  present  purpose  the  impor- 
tant point  decided  is  that  it  is  not  a  conjfiscation  nor  a 
taking  of  property  without  due  process,  nor  a  denial 
of  the  equal  protection  of  the  laws,  to  fix  water  rates 
so  as  to  give  an  income  of  six  per  cent  upon  the  then 
value  of  the  property  actually  used,  even  tho  ihe 
company  had  prior  thereto  been  allowed  to  fix  rates 
that  would  secure  to  it  18  per  cent  upon  the  capital 
actually  invested.  The  right  of  property  of  a  water 
company  imder  the  Califomia  statute,  so  far  as  it  is 
protected  by  the  Fourteenth  Amendment,  is  no  more 
than  a  right  to  earn  6  per  cent  on  present  value,  regard- 
less of  actual  investment  or  previous  statutory  provi- 
sions permitting  a  larger  retxun. 

The  method  of  determining  present  value  still  re- 
mains to  be  settled.  To  ascertain  the  value  of  tangible 
property,  such  as  lands  or  buildings,  for  the  purpose 
of  determining  the  just  compensation  required  to  be 
made  when  it  is  taken  for  public  use,  has  always  been 
a  sufficiently  difficult  question.  To  ascertain  the 
value  for  the  purpose  of  determining  whether  a  schedule 
of  rates  is  confiscatory  is  more  difficult  still. 

In  the  Knoxville  Water  Company  case,*  the  value 
had  been  based  on  cost  of  reproduction,  to  which  there 
was  added  $10,000  for  organization  and  promotion 
expenses,  and  $60,000  for  value  as  a  going  concern. 
The  court  declined  to  decide  upon  the  propriety  of 
including  these  two  items  in  the  estimate,  and  ex- 
pressly reserved  them  for  consideration  when  the 
question  necessarily  arose.    The  Knoxville  case  turned 

1  Knoxville  v.  Water  Co.,  212  U.  S.  1.     [1M9.] 
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upon  the  failure  of  the  court  below  to  make  a  proper 
deduction  for  depreciation  arising  from  age  and  use. 
It  was  held  that  the  water  company  was  not  entitled 
to  value  an  old  plant  as  if  it  were  a  new  one.  The 
more  interesting  question  was  as  to  the  right  of  the 
company  to  add  to  the  present  value  of  its  plant  the 
cost  of  what  had  been  lost  through  destruction  or 
obsolescence,  and  what  had  been  impaired  in  value 
altho  still  in  use.  There  was  little  discussion  of  the 
question  in  the. opinion,  no  doubt  because  the  cir- 
cumstances of  the  particular  case  did  not  call  for  dis- 
cussion. The  court  held  that  it  was  the  duty  of  the 
company  to  use  enough  of  its  earnings  to  keep  its 
plant  good,  before  coming  to  the  question  of  the  amount 
of  its  profits,  and  that  if  it  failed  to  keep  its  investment 
unimpaired,  whether  because  it  declared  unwarranted 
dividends  on  over-issues  of  securities,  or  because  it 
failed  to  exact  proper  prices  for  its  output,  it  could 
not  enhance  the  present  value  of  its  property  by  the 
addition  of  the  costs  of  its  mistakes.  The  question 
is  likely  to  arise,  as  it  has  already  in  some  cases,  in  a 
more  difficult  form,  where  fruitless  but  necessary 
experiments  have  been  made,  or  plant  has  become 
obsolete  in  a  rapidly  advancing  industry  before  it  could 
possibly  be  made  good  out  of  current  earnings.  It 
arose  before  the  Interstate  Commerce  Commission,  in 
the  converse  case  where  the  corporation,  in  order  to 
reduce  its  apparent  rate  of  earnings,  sought  to  charge 
against  current  earnings  the  cost  of  betterments  from 
which  it  was  likely  to  profit  for  years  to  come.  The 
Supreme  Court  approved  the  ruling  of  the  Interstate 
Commerce  Commission  and  held  that  the  instrumen- 
talities that  are  to  be  used  for  years  should  not  be 
paid  for  by  the  revenues  of  a  day  or  year.*    A  public 

>  ninoia  Cent.  R.  R.  v.  Inter.  Com.  Comm.  206  U.  8.  441.    [1907.] 
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service  company  cannot  use  more  money  in  a  year 
than  is  required  for  actual  depreciation,  and  carry 
the  excess  as  an  addition  to  capital  for  the  piu^poee 
of  estimatmg  the  amount  on  which  it  is  entitled  to 
dividends,  in  determining  whether  a  rate  is  confisca- 
tory.i  Novel  questions  of  this  character  will  arise  with 
increasing  frequency,  and  require  the  most  careful 
consideration.  like  most  other  questions  in  every 
department  of  the  law,  they  are  in  their  origin  rather 
questions  of  fact  than  questions  of  law,  altho  in  course 
of  time  the  rules  become  settled  and  thus  become 
rules  of  law.  In  their  origin,  and  as  yet,  many  ques- 
tions are  questions  of  sound  business  management 
and  engineering  science.  The  law  prescribes  reasonable 
returns  upon  a  reasonable  valuation.  What  is  a 
reasonable  return  and  what  is  a  reasonable  valuation 
must  vary  with  the  circumstances  of  each  particular 


The  basis  of  present  value  adopted  in  the  Knoxville 
Water  Company  case  was  cost  of  reproduction  less 
an  allowance  for  depreciation  in  order  to  make  up  the 
difference  between  the  value  of  new  and  old.  Such 
a  basis  in  the  case  of  land,  especially  in  a  growing 
city,  tends  to  make  the  cost  of  reproduction  exceed 
the  original  cost,  and  in  the  case  of  railroads  especially 
is  almost  sure  to  make  present  value  greatly  in  excess 
of  cost  to  the  companies.  It  has  therefore  been  con- 
tended with  much  ingenuity  and  force  that  the  basis 
for  rate  regulation  should  not  exceed  the  capital  actu- 
ally invested.  In  WiUcox  v.  ConsoUdcUed  Gas  Co.y^  it 
was  argued  that  one  gas  company  should  not  be  per- 
mitted to  charge  more  than  another  for  the  sole  reason 
that  movements  of  population,  uninfluenced  by  either 

>  LouioADa  R.  R.  Comm.  v.  Cumbeilaod  Td.  Co..  212  U.  8.  414.    (1909.] 
«  212  U.  8.  19.    (1909.1 
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company,  had  caused  the  site  of  its  plant  to  be  more 
valuable  if  vacated  and  sold;  for  it  was  said  that  altho 
the  fortunate  company  was  entitled  to  obtain  the 
full  value  of  the  land  when  sold,  the  unrealized  profit 
meanwhile  did  not  represent  profit  used  in  the  manu- 
facture and  distribution  of  gas,  but  rather  represented 
wealth  which  the  manufacture  and  distribution  of 
gas  keeps  out  of  use.  This  argument  seems  sound. 
The  circumstances  of  the  case  did  not  call  for  an 
answer  by  the  court.  It  did,  however,  distinctly 
reject  the  basis  of  actual  cost  even  in  the  case  of  land. 
It  held  that  the  value  of  the  property  must  be  deter- 
mined as  of  the  time  when  the  inquiry  was  made 
regarding  rates;  that  the  company  was  entitled  to  the 
benefit  of  any  increase  of  value.  That  is  in  harmony 
with  the  general  rule  of  law  which  permits  the  owner 
of  real  estate  to  profit  by  any  increase  in  the  value  of 
his  land.  Obviously,  however,  if  we  are  to  uphold 
the  rule  that  a  public  service  corporation  is  entitled 
only  to  a  reasonable  return  and  that  the  public  are 
entitled  to  be  served  at  reasonable  rates,  we  mUst 
apply  the  rule  of  reasonableness  to  the  amount  of  the 
investment,  as  was  done  in  the  San  Di^o  Water 
case.  The  coiurt  recognized  this,  for  it  said  there  might 
be  an  exception  to  the  rule  where  the  property  had 
increased  so  enormously  in  value  as  to  render  a  rate 
permitting  a  reasonable  return  upon  such  increased 
value  unjust  to  the  public.  This  makes  the  reason- 
ableness of  the  amount  allowed  for  value  of  the  pro- 
perty depend  on  the  reasonableness  of  the  rate  to  the 
public;  but  since  the  rate  must  afford  a  reasonable 
return  to  the  company  also,  we  are  at  once  reasoning 
in  a  circle.  The  basis  suggested  by  Mr.  Whitney, 
in  his  argument  as  counsel,  seems  a  better  one, — 
that  the  value  allowed  should  be  the  estimated  cost 
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of  replacing  the  land  in  use  with  other  land  capable 
of  accomplishing  the  same  result.  Probably  no  one 
would  contend  that  if  a  gas  company  had  been  so 
f  ortimate  as  to  locate  its  works  at  the  comer  of  Broad 
and  Wall  Streets,  and  its  land  had  attained  the  enor- 
mous value  that  there  prevails,  it  should  be  entitled 
to  a  return  from  its  gas  sales  on  the  present  value  of 
the  site.  Prudent  management  would  require  removal 
to  a  less  expensive  site  better  adapted  for  the  business. 

The  more  difficult  question  that  arose  in  the  Gas 
Company  case  was  the  valuation  of  the  franchise. 
As  to  the  general  question  of  the  propriety  of  including 
the  value  of  the  franchise  in  the  valuation  of  the 
property,  the  opinion  gives  little  light.  All  that  was 
decided  was  that  it  was  proper  to  include  in  the  valua- 
tion, the  value  attributed  with  the  consent  of  the  state 
to  the  franchises  at  the  time  of  the  consolidation  of 
the  companies,  upon  which  investors  had  relied; 
and  that  it  was  wrong  to  hold,  as  the  court  of  first 
instance  did,  that  the  value  of  the  franchise  had  in- 
creased in  the  same  ratio  as  the  value  of  the  tangible 
property.  When  it  came  to  the  general  question,  the 
court  said  that  to  allow  for  increased  value  of  the 
franchise  was  too  much  a  matter  of  piu^  speculation 
and  also  opposed  to  the  principle  upon  which  such 
valuation  should  be  made.  Whether  the  court  meant 
merely  that  the  evidence  in  the  particular  case  was  not 
sufficiently  certain  to  justify  the  increased  valuation, 
or  whether  it  meant  that  upon  principle  the  valuation 
of  the  franchise  ought  not  under  ordinary  circum- 
stances to  be  included,  the  opinion  leaves  in  doubt. 

The  court  calls  attention  to  the  fact  that  the  fran- 
chise was  subject  to  the  legislative  right  to  so  regulate 
the  price  of  gas  as  to  permit  no  more  than  a  fair  retiun 
upon  the  reasonable  value  of  the  property.    It  would 
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have  been  but  a  step  to  hold  that  to  base  the  return 
to  the  company  upon  the  value  of  such  a  franchise 
would  be  impossible,  since  the  value  of  the  franchise 
in  turn  depended  on  the  rates.  The  two  being  depen- 
dent, one  on  the  other,  neither  could  fiunish  a  sub- 
stantial basis  for  fixing  the  other.  As  Judge  Savage 
well  said  in  a  case  in  Maine  ^  ''  to  say  that  the  reason- 
ableness of  rates  depends  upon  the  fair  value  of  the 
property  used  and  that  the  fair  value  of  the  property 
used  depends  upon  the  rates  which  may  be  reasonably 
charged  seems  to  be  ai^uing  in  a  circle."  There  is, 
however,  as  he  points  out,  a  sense  in  which  the  value 
of  the  franchise  must  be  considered.  It  is  the  fran- 
chise, the  right  to  operate  and  if  possible  to  earn  a 
dividend,  that  makes  the  difference  between  a  lot  of 
jimik,  —  old  rails,  pipes,  and  the  like,  —  not  worth 
recovering  from  their  situation  in  and  upon  the  ground, 
and  a  completed  plant,  railroad,  water  works,  gas 
works,  as  the  case  may  be.  This  is  a  part  of  the  value 
of  a  going  concern,  the  allowance  for  which  the  coiurt 
refused  to  pass  upon  in  the  Knoxville  Water  Co. 
case.  Even  tho  the  franchise  is  revocable,  the  fact 
that  the  plant  has  a  legal  right  to  exist  gives  added 
value  to  the  physical  structxures.  The  value  of  a 
rightfully  existing  structure  which  may  be  lawfully 
used  is  very  different  from  the  value  of  the  same 
structure  without  the  legal  right  to  use  it  for  the 
purpose  for  which  it  was  assembled.  Quite  recently, 
in  the  valuation  of  the  Omaha  Water  Works,*  the 
court  has  expressly  approved  an  appraisal  of  the  value 
as  a  going  concern.  ^'  The  difference  between  a 
dead  plant  and  a  live  one,"  said  Justice  Lurton,  "  is 
a  real  value,  and  is  independent  of  any  franchise  to 

1  Bniiwwick  A  T.  Water  Distriet  v.  Maine  Water  Co.,  59  Atl.  Bep.  537.     [1904.] 
t  Omaha  v.  Omaha  Water  Co.,  318  U.  8. 180.    [1910.] 
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go  on,  or  any  mere  good  will  as  between  such  a  plant 
and  its  customers." 

Altho  ordinarily  the  value  of  a  franchise  is  not 
enhanced  by  the  prospective  profit  from  any  partic- 
ular schedule  of  rates,  there  is  an  exception  where 
by  reason  of  a  contract  protected  by  the  contract 
clause  of  the  federal  constitution,  the  corporation 
may  continue  to  charge  specified  rates  for  a  definite 
time.^  The  courts  insist  on  finding  the  elements  of 
a  contract  as  they  would  between  individuals.  There 
must  be  an  agreement  upon  sufficient  consideration. 
Where  the  contract  is  made  by  a  municipality,  there 
must  be  legislative  authority  in  the  municipality  to 
make  the  contract;  and  such  legislation  is  construed 
strictly  in  favor  of  the  public;  authority  to  fix  and 
determine  rates  does  not  authorize  a  mimicipality  to 
make  a  bargain  by  which  it  ties  itself  up  for  the  future.^ 
Another  exception  may  be  suggested,  —  the  invest- 
ment by  present  owners  in  reliance  upon  the  con* 
tinuance  or  value  of  the  franchise.  To  what  extent, 
if  at  all,  this  element  may  enter  into  the  calculation 
has  not  been  expressly  decided,  nor  does  the  Gas  Com- 
pany case  settle  the  question.  It  settles  indeed  that 
under  some  circumstances  such  allowance  must  be 
made;  but  no  attempt  is  made  to  define  the  circum- 
stances with  precision. 

>  Lot  Angeles  ▼.  Lot  AnseleB  City  Water  Co.,  177  U.  8.  668  (1000);  Detroit  v. 
Detroit  CitiBexiB  Street  Railway  Co.,  184  U.  8.  868;  deveUad  v.  dereiaiid  City  By. 
Co.,  194  U.  8.  517  (1004);  Oevelaiid  v.  aereland  Electric  Railway  Co.,  201  U.  8.  620 
a006) ;  Viekflbuix  v.  Vickabuir  Water  Works  Co.,  206  U.  8. 496  (1007).  See  also  New 
Oiteana  Water  Works  Co.  t.  Rivers,  115  U.  8. 674  (1885);  (sustaining  an  exclusive 
right  to  supply  water);  New  Orieans  Gas  Co.  v.  Louisiana  light  Co.,  116  U.  8.  660 
(1885);  (sustaining  an  exclusive  right  to  supply  gas);  Walla  Walla  v.  Walla  Walla 
Water  <>>.,  172  U.  8.  1  (1808). 

«  Freeport  Water  Co.  v.  Freeport  City,  180  U.  8.  687  (1001);  DaaviUe  Water  Co. 
V.  Danville  City,  180  U.  8.  610  (1001);  Rogers  Pitfk  Water  Co.  v.  Feigus,  180  U.  8. 
624  (1001);  Knoxville  Water  Co.  v.  Knozville,  180  U.  8.  434;  Home  Telephone  Go. 
V.  Los  Angeles,  211  U.  8.  265  (1008). 
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The  court  held  that  the  Gas  Company  case  was  not 
one  for  the  valuation  of  good  will  because  the  com- 
plainant had  a  monopoly  in  fact  and  the  consumer 
must  take  gas  from  it  or  go  without;  he  must  resort 
to  the  old  stand  whether  he  would  or  no.  The  court 
held  also  that  there  was  no  particular  rate  of  compen- 
sation which  must  in  all  cases  and  in  all  parts  of  the 
country  be  regarded  as  sufficient  for  capital  invested 
in  business  enterprises;  the  amount  of  risk,  the  locality 
where  the  business  is  conducted,  the  rate  expected 
and  usually  realized  there  upon  investments  similar 
in  character,  were  all  mentioned  as  factors,  and  it  was 
held  that  imder  the  circumstances  of  the  gas  business 
in  the  City  of  New  York,  six  per  cent  was  a  proper 
return. 

The  element  of  wages  of  superintendence,  which 
Mr.  Whitney  in  his  argument  conceded  must  be  covered 
by  the  returns  to  the  company,  was  left  out.  In  one 
sense  this  is  not  a  return  upon  capital  but  wages  of 
labor,  and  if  it  were  possible  for  earnings  due  to  the 
skill  with  which  the  business  is  managed  to  be  secured 
to  those  alone  whose  skill  produced  the  result,  perhaps 
no  more  need  be  said.  Practically,  however,  the 
earnings  depend  in  part,  sometimes  in  large  part, 
not  upon  the  skill  in  actual  present-day  management, 
but  upon  the  satisfaction  with  which  the  public  has 
been  served  in  the  past,  perhaps  by  men  long  since 
dead.  Given  equal  and  reasonable  rates,  one  company 
will  be  able  to  earn  large  dividends,  and  another 
perhaps  imable  to  pay  its  way;  and  this  result  may 
be  due  not  to  any  less  efficient  management,  but 
merely  to  the  fact  that  one  has  been  long  in  satisfactory 
operation  while  the  other  is  new  and  not  yet  in  vogue. 
The  greater  earnings  of  the  one  may  even  be  due 
to  the  mere  caprice  of  fashion.    But  to  whatever 
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cause  it  is  due,  difficulty  will  arise  unless  allowance 
be  made,  either  by  increasing  the  capital  valuation 
on  which  the  company  is  permitted  to  earn  a  retunii 
by  way  of  a  valuation  of  a  going  concern  or  the  value 
of  the  probability  of  an  already  assured  income,  or 
else  by  allowing  an  additional  return  on  the  valuation 
minus  this  increment,  by  way  of  extra  compensation 
for  the  greater  skill  or  the  greater  satisfaction  with 
which  it  serves  the  public.  Even  in  the  case  of  so 
close  a  monopoly  as  the  Gas  Company  in  New  York 
City,  it  is  not  impossible  that  some  of  its  earnings 
may  have  been  due  to  this  cause;  for  altho  it  had  a 
monopoly  of  the  supply  of  gas  through  pipes  in  the 
streets,  it  may  have  had  competition,  in  the  supply 
of  light,  heat,  and  power,  from  the  electric  companies. 
Altho  legally  permissible,  it  would  often  be  impracti- 
cable to  cut  down  rates  to  a  level  that  would  afford  a 
fair  return  to  one  company  upon  a  valuation  that 
failed  to  take  into  account  the  element  of  value  of  a 
going  concern  or  an  assured  income,  without  ruining 
its  weaker  competitor.  In  some  cases  such  lowering 
of  rates  would  prove  inadvisable,  especially  in  the 
case  of  railroads.  One  road  may  through  fortimate 
investments,  the  discovery  of  valuable  minerals  along 
its  route,  the  opening  of  fertile  territory,  and  a  rapid 
increase  of  population,  prove  a  hi^ly  profitable 
investment;  another  at  the  same  rates  may  barely 
pay  its  way;  yet  to  cut  down  rates  on  the  prosperous 
road  so  as  to  reduce  its  high  dividends  to  a  normal 
level,  would  emphasize  and  accentuate  the  advantage 
already  possessed  by  those  along  its  line  over  those 
along  the  line  of  the  less  prosperous  road.  Either 
the  prosperous  road  must  be  allowed  to  earn  a  higher 
return  upon  the  valuation  or  the  valuation  must 
allow  for  these  elements. 
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Up  to  the  present  time,  the  United  States  Supreme 
Court  has  not  been  called  upon  to  decide  what  elements 
are  proper  to  be  considered  in  determining  the  present 
value  of  a  plant  of  a  public  service  company.  That 
the  value  of  the  plant  as  a  going  concern,  not  only 
ready  for  business  but  with  business  actually  estab- 
lished, is  greater  than  the  bare  cost  of  reproduction 
of  the  physical  plant,  is  recognized  by  cases  in  other 
courts.  It  must  be  so,  leaving  out  of  view  altogether 
the  element  of  good  will,  which  in  the  case  of  a  strict 
monopoly  ought  to  be  disregarded.  A  going  concern 
has  necessarily  expended  money  in  various  ways 
aside  from  the  cost  of  physical  plant  in  order  to  get 
going.  The  cost  of  promotion  of  the  enterprise,  of 
corporate  organization,  of  obtaining  the  necessary 
franchises,  permissions,  and  consents,  of  securing  the 
necessary  connections  with  other  companies  by  rail 
or  wire;  the  cost  of  experiments  necessary  in  every 
new  industry,  and  the  often  rapid  substitution  of 
improved  appliances  before  the  cost  of  the  old  can 
have  been  recouped  out  of  earnings;  the  cost  of  develop- 
ing the  business  including  the  oft-times  necessary 
loss  attending  the  incomplete  stage  of  the  plant,  or 
the  introduction  of  new  appliances  and  methods; 
the  cost  of  financing  the  enterprise,  including  interest 
on  capital  sunk  before  any  retmns  begin  to  come  in,  — 
all  go  to  make  up  the  cost  of  a  complete  going  plant, 
and  are  all  expenses  that  a  new  enterprise  must  needs 
incm". 

The  United  States  Supreme  Court  has  not  as  yet 
been  called  upon  to  analyze  the  costs  of  operation 
and  to  decide  what  items  of  cost  of  operation  ought 
to  be  included  in  the  annual  charges  before  the  profit 
can  be  ascertained.    Professor  Wyman  has  dealt  with 
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the  subject  in  a  satisfactory  way  ^  and  the  scope  of 
this  article  does  not  call  for  its  further  discussion. 

The  question  presented  by  a  schedule  of  rates  under 
the  Fourteenth  Amendment  is  whether  the  schedule 
permits  a  fair  return  upon  a  reasonable  valuation 
or  is  so  low  as  to  amount  to  confiscation.  This  in- 
volves different  considerations  from  those  involved 
when  the  only  question  is  the  propriety  of  the  rate 
on  a  single  article.  It  cannot  be  foretold  what  effect 
a  change  of  certain  rates,  for  example  on  coal  or  gas, 
will  produce  on  the  net  revenue  of  the  business  as  a 
whole.  This  difficulty  has  been  met  by  the  adoption 
of  a  tentative  course,  leaving  it  for  time  and  experience 
to  determine  whether  constitutional  rights  have  been 
infringed.* 

A  most  serious  difficulty  is  presented  by  our  dual 
form  of  government.  It  is  beyond  the  scope  of  the 
present  discussion  to  treat  the  nimierous  cases  dealing 
with  the  commerce  clause,  and  the  question  what  is 
interstate  and  what  is  intrastate  commerce.  The 
net  return  to  a  railroad  company,  —  and  it  is  to  rail- 
way traffic  that  the  questions  most  frequently  relate,  — 
depends  on  the  relation  between  its  income  from 
whatever  source  derived  and  its  outgoes  whether  for 
the  conduct  of  interstate  or  intrastate  business.  The 
two  are  inextricably  intermingled,  and  the  problem 
of  preserving  the  rights  and  powers  of  both  the  state 
and  the  federal  governments  is  one  of  the  problems  of 
the  future. 

Francis  J.  Swayze. 

SuFRiaiB  Court 
OF  New  Jersey. 

>  Wsrman  on  Public  Senrioe  Corporations,  §  1150  fit. 

*  Wflloox  T.  ConfloUdated  Gas  Co.  212  U.  S.  19;  Northern  Padfie  R'y  ▼.  North 
Dakota.    216  U.  8.  679. 
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NATIONAL  AND  DISTRICT  SYSTEMS 
OF  COLLECTIVE  BARGAINING  IN  THE 
UNITED  STATES 

SUMMARY 

I.  Rapid  increase  of  systems  of  collective  baigaining  after  1897, 
425.  —  List  of  systems  established  and  terminated  from  1898  to  1911, 
427.  —  II.  Success  or  failure  of  these  systems  to  some  extent  inde- 
pendent of  the  character  of  the  sjrstem,  429.  —  Classification  of  systems 
on  basis  of  area  of  wage  rates,  431.  —  Greater  success  of  systems  under 
which  national  or  district  rates  are  fixed,  433.  —  III.  Desire  of  employ- 
ers to  bring  working  rules  of  national  imion  under  joint  determination, 
435.  —  Difficulty  of  achieving  this  under  systems  in  which  only  local 
rates  are  fixed,  438.  —  IV.  Tendencies  favoring  establishment  of 
national  and  district  rates  of  wages,  440.  —  Circumstances  under 
which  systems  with  only  local  rates  may  succeed,  443. 

I 

The  year  1898  marks  the  opening  of  what  is  in  many 
ways  a  distinct  period  in  American  trade-mxion  history. 
The  rapid  increase  in  the  number  of  mxionists  which 
b^an  in  that  year  was  accompanied,  not  only  by 
important  changes  in  the  structure  and  aims  of  Ameri- 
can trade  unionism,  as  has  always  been  the  case  in 
similar  periods  of  expansion,  but  also  by  changes  in 
the  relations  of  the  unions  to  employers.  The  estab- 
lishment of  a  large  number  of  national  and  district 
systems  of  collective  bargaining  has  been  one  of  the 
most  characteristic  features  of  the  period. 

In  1897  national  and  district  systems  of  collective 
bargaining  were  in  force  in  the  iron,  tin,  and  steel 
trade,  in  the  stove-molding  trade,  and  in  the  flint 
glass,  glass  bottle,  and  window  glass  trades.  All  of 
these  systems  had  been  established  before  the  indus- 
trial depression  which  began  in  1893  and  which  entirely 

435 
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stopped  the  growth  of  trade  unionism.  In  1897  the 
annual  conferences  between  the  Amalgamated  Asso* 
ciation  of  Iron,  Steel,  and  Tin  Workers  and  various 
groups  of  manufacturers  had  been  in  existence  more 
than  a  quarter  of  a  century.  For  almost  as  many 
years  the  unions  in  the  glass  trades  —  the  Flint  Glass 
Workers,  the  Glass  Bottle  Blowers,  and  the  Window 
Glass  Workers  —  had  held  conferences  with  more  or 
less  formally  organized  groups  of  employers  for  settling 
the  conditions  of  employment.  The  well-known  sys- 
tem of  collective  bargaining  between  the  Iron  Molders' 
Union  and  the  Stove  Founders'  National  Defense 
Association  was  established  in  1891. 

With  the  revival  of  industry  and  the  increase  in  the 
number  of  unionists  in  1898,  industrial  disputes  in- 
creased. The  number  of  strikes  and  lockouts  in  1898 
was  1,098,  mvolving  263,219  persons;  m  1900,  1,839, 
mvolvmg  567,719,  and  in  1903, 3,648  involving  887,834.* 
As  a  result  of  the  increase  in  strikes,  a  widespread 
movement  for  the  peaceful  settlement  of  the  conditions 
of  employment  was  inaugurated.  The  National  Civic 
Federation  held  conferences  in  1900,  1901,  and  1902  on 
the  subject  of  industrial  conciliation.  Similar  meetings 
were  held  by  other  organizations  —  notably  the  Nar 
tional  Convention  of  Employers  and  Employees  at 
Minneapolis,  September  22-25,  1902.  Employers' 
associations  were  organized  in  a  number  of  trades  for 
the  peaceful  settlement  of  labor  questions,  and  a 
considerable  number  of  employers'  associations  formed 
originally  for  other  purposes  began  to  negotiate  with 
the  unions. 

As  a  result  of  this  movement,  national  and  district 
systems  of  collective  bargaining  were  established  and 

1  Twenty^Fint  Annual  Report  of  the  Comminioner  of  Labor,  1906;  Btrikea  and 
Lockouts,  pp.  16,  21. 
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extended  very  rapidly  for  a  few  years  after  1897. 
The  interstate  conferences  in  the  Central  bituminous 
coal  fields,  which  had  been  entirely  suspended  since 
1894,  were  resumed  in  1898.  In  1899  the  National 
Founders'  Association  concluded  the  New  York  agree- 
ment with  the  Iron  Molders.  In  1900  the  National 
Metal  Trades'  Association  entered  into  a  similar 
agreement  with  the  Machinists;  the  Longshoremen 
concluded  their  first  agreements  with  the  Lake  Erie 
Dock  Managers  and  with  the  Lake  Carriers'  Associa- 
tion, and  the  Potters  began  to  hold  periodic  confer- 
ences with  the  United  States  (Potters'  Association. 
In  1901  the  American  Newspaper  Publishers'  Associa- 
tion entered  into  ''  arbitration  agreements  "  with  the 
Typographical  Union,  the  Pressmen,  and  the  Stereo- 
typers.  In  1902  the  United  Typothetae  and  the 
Pressmen  agreed  to  settle  all  questions  by  conference 
or  arbitration,  and  the  Stove  Founders'  National 
Defense  Association  extended  their  conference  system 
to  include  the  Stove  Mounters  and  the  Metal  Polishers. 
The  following  list  shows  the  systems  of  national  and 
district  collective  bargaining  established  from  1898 
to  1911,  and  also  the  years  in  which  certain  of  these 
systems  terminated:  — 

Date  of  D»te  of 

Establishment  Tenninatioii 

United  Mine  Workers 

Joint  conferences  in  Central  field 1898 

Joint  conferences  in  Southwestern  field    .  1903 

Iron  Molders'  Union 

with  National  Founders'  Association   . . .  1899  1904 

Brotherhood  of  Operative  Potters 

with  United  States  Potters'  Association  1900 

with  Sanitary  Potters'  Association   1901 

International  Longshoremen's  Association 

with  Lake  Erie  Dock  Managers 1900  1908 

with  Lake  Carriers'  Association    1900  1908 

with  Lumber  Carriers'  Association   1901 

with  Great  Lakes  Towing  Company    . . .  1903 
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Dmte  of  Dste  of 

with  Tug  and  Dredge  Ownera'  Protective 

AflBodation 1903 

with   Pile    Driven'    Ownen   Protective 

AflBociation 1904 

with  Lake  Erie  Fish  Packen  and  Fish  Tug 
Owners 1905 

International  Association  of  Machinists 

with  National  Metal  Trades  Association    1900  1901 

American  Newspaper  Publishers'  Association 
Arbitration  agreement  with  International 

Typographical  Union    1901 

with  International  Printing  Pressmen's 

Union  1901 

with    International    Stereotjrpers'    and 

Electrotypers' Union  1901 

with    International    Photo-Engravere' 

Union  1906 

United  Typothetae 

with  International  Printing  Pressmen's 

Union  1902  1907 

Stove  Founders'  National  Defense  Association 

with  Stove  Mounters'  International  Union    1902  1907 

with  Metal  Polishers'  Union  of  North 

America  1902  1909 

Structural  Steel  Erectors'  Association 

with  International  Association  of  Bridge 

and  Structural  Iron  Workers  1903  1905 

Lake  Seamen's  Union 

with  Lumber  Carriers'  Association   1903  1908 

with  Lake  Carriers'  Association    1903  1908 

Marine  ESngineers'  Beneficial  Association 

with  Lake  Carriers'  Association 1903  1908 

Lithographers'  International  Protective  and 
Beneficial  Association 
with  National  Association  of  Employing 
Lithographers  1904  1906 

Coopers'  International  Union 

with  Machine  Coopers  Employers'  Asso- 
ciation       1905 

United  Hatters  of  North  America 

with  National  Association  of  Fur-Felt 

Hat  Manufacturers 1907  1908 

Wall  Paper  Manufacturers'  Association 

with  Machine  Printers  and  Color  Mixers    1909 
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An  inspection  of  the  list  shows  that  the  establish- 
ment and  extension  of  sjrstems  of  collective  bargaining 
went  forward  rapidly  during  the  years  1898^-1905 
inclusive.  But  from  1906  to  1911  only  two  new  sys- 
tems were  established  —  that  of  the  Hatters  and  the 
Pur-Felt  Hat  Manufacturers  in  1907,  and  that  of  the 
Wall  Paper  Manufacturers  and  the  Machine  Printers 
and  Color  Mixers  in  1909. 


II 

In  considering  the  causes  of  the  success  or  failure  of 
different  systems  of  collective  bargaining,  accoimt 
must  be  taken  of  certain  factors  which  are  independent 
of  the  kind  of  system  adopted.  These  factors  may  be 
divided  into  three  classes,  according  as  they  spring 
from  the  personal  skill  or  influence  of  the  men  con- 
cerned on  either  side,  from  the  special  characteristics 
of  the  trade  involved,  or  from  the  exigencies  of  the 
time  at  which  the  system  is  applied.  The  personal 
element  is,  of  course,  important.  A  system  of  col- 
lective bargaining  may  be  maintained  and  strengthened, 
for  a  time  at  least,  by  the  skill  of  the  persons  in  charge, 
altho  other  systems  of  identical  character  may  quickly 
break  down.  In  the  second  place,  in  an  industry  in 
which  the  unions  are  very  strong,  a  system  of  collective 
bargaioing  may  be  maintained  altho  the  system  itself 
is  not  sati^actory  to  the  employers.  Thirdly,  the 
strength  of  the  imions  and  the  desirability  to  the 
employer  of  some  peaceful  method  of  settling  trade 
questions  varies  not  only  from  trade  to  trade,  but  also 
from  time  to  time.  In  1897  there  were  less  than  half 
a  million  unionists  in  the  United  States,  and  in  1904 
there  were  more  than  two  millions.  This  increase 
made  it   difficult  for  employers  in  many  trades  to 
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secure  non-union  workmen.  In  1899-1903  the  estab- 
lishment and  maintenance  of  some  system  of  bar- 
gaining, even  if  an  imperfect  one,  appeared  to  many 
employers  to  be  a  desirable  consimmiation.  In  1904 
the  tide  of  trade  unionism  slackened,  and  the  number 
of  imionists  was  greater  in  that  year  than  in  any 
succeeding  year  imtil  1910.  The  panic  of  1907  also 
materially  reduced  the  hold  of  the  imions  on  employers. 
The  relatively  larger  number  of  dissolutions  of  sjrstems 
of  collective  bargaining  which  occurred  from  1907  to 
1909  is  explainable  by  the  declining  strength  of  trade 
unionism. 

It  is  not  necessary,  however,  to  adopt  the  view 
which  is  widely  held  among  American  unionists  that 
the  establishment  of  systems  of  collective  bargaining 
was  advocated  by  employers  in  1898^-1903  merely  as 
a  device  to  prevent  rapid  increases  in  wages  and  the 
imposition  of  severe  working  conditions,  and  that 
when  the  pressure  of  unionism  lessened,  employers 
hastened  to  put  an  end  to  the  systems  of  collective 
bargaining.^  It  is  more  reasonable  to  believe  that 
in  1898-1903  the  employers,  pressed  by  the  need  for 
workmen  and  confronted  by  militant  imions,  were 
persuaded  by  the  advocates  of  industrial  peace  that 
there  might  be  established  systems  of  collective  bar- 
gaining under  which  the  conditions  of  employment 
could  be  reasonably  and  amicably  settled.  Experience 
with  the  systems  of  bai^aining  which  they  were  thus 
induced  to  establish  soon  led  employers  in  several 
trades  to  the  view  that  these  systems  were  unsatis- 

1  In  his  addreas  to  the  LonsBhoremen  at  their  convention  in  1909,  the  president 
of  the  union,  Mr.  T.  V.  O'Connor,  said,  "  The  business  depression  which  was  leH 
ihroushout  the  entire  countiy  in  1908  gave  the  dock  managers  the  opportunity  they 
desired  and  made  it  almost  impossible  for  our  members  to  resist  or  go  on  strike  against 
their  so-oaUed  '  open  shop  *  policy,  as  there  was  practically  no  work  to  be  done  and 
there  were  four  or  five  men  for  every  Job  that  offered  on  the  docks  '*  (Proceedings  of 
Longshoremen,  1909,  p.  21). 
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factory.  Naturally,  however,  they  did  not  choose 
m  all  cases  to  break  off  dealings  with  the  unions  at  the 
time  when  the  unions  were  strongest,  but  seized  the 
opportunity  offered  by  the  depression  after  the  panic 
of  1907  to  withdraw  from  systems  of  collective  bar- 
gainmg  which  had  proved  less  satisfactory  than  had 
been  anticipated. 

Even  after  allowance  has  been  made  for  the  full 
effect  of  these  factors  peculiar  to  the  trade,  the  time, 
and  the  personal  element,  the  history  of  collective 
bargaining  in  the  United  States  during  the  past  fifteen 
years  affords  substantial  ground  for  concluding  that 
the  success  or  f allium  of  particular  systems  of  collective 
bargaining  has  been  determined  lajgely  by  the  char- 
acter of  the  system  adopted.  The  systems  of  national 
and  district  collective  bargaining  operative  in  the 
period  1898^-1911  fall  into  two  great  classes:  — 

1.  Systems  under  which  national  or  district  wage 
rates  are  established. 

2.  Systems  imder  which  local  wage  rates  are  settled. 
The  essential  difference  between  the  two  classes  of 
systems  is  the  difference  in  the  area  covered  by  the 
wage  rates.  In  systems  of  the  first  kind,  the  rates 
are  fixed  by  a  national  or  district  conference  for  the 
whole  country  or  for  a  district.  In  systems  of  the 
second  kind,  the  rates,  altho  fixed  under  a  national 
system,  are  local  rates;  and  each  rate  is  or  may  be  the 
subject  of  a  separate  decision.  Systems  of  the  first 
kind  have  proved  during  the  period  under  considera- 
tion more  successful  and  consequently  more  permanent. 
An  examination  of  the  history  of  national  and  district 
systems  of  collective  bargaining  will  make  this  clear. 

The  systems  of  the  first  class  established  from  1898 
to  1911  were  those  of  the  Mine  Workers,  the  Potters, 
the    Lake  Seamen,  the    Longshoremen,  the   Marine 
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Engineers,  the  Wall  Paper  Manufacturers,  and  the 
Coopers.  Moreover,  the  systems  which  were  already 
in  operation  in  1807,  that  is,  those  in  the  three  glass 
trades,  in  the  iron  and  steel  trade,  and  in  the  stove 
trade,  were  all  of  this  kind.  Some  of  the  systems  of 
this  class  are  less  important  than  they  once  were.  The 
number  of  mills  represented  in  the  conferences  with  the 
Amalgamated  Association  is  much  less  than  in  1897. 
The  once  extensive  sjrstem  of  conferences  between  the 
employers  and  unions  in  the  longshore  and  marine 
trades  of  the  Great  Lakes  has  shrunk  until  it  embraces 
only  a  few  branches.  The  extension  of  the  well-estab- 
lished system  of  conferences  between  the  Stove  Found- 
ers and  the  Molders  to  cover  the  Stove  Moimters  and 
the  Metal  Polishers  did  not  prove  permanent. 

It  is  to  be  noted,  however,  that  even  those  systems 
of  this  class  which  have  been  terminated  were  effective 
for  a  considerable  number  of  years.  The  conferences 
between  the  Longshoremen  and  the  Lake  Carriers 
and  the  Dock  Managers  were  maintained  from  1900 
to  1908;  those  between  the  Seamen  and  the  Lake 
Carriers  and  Lumber  Carriers,  from  1903  to  1908; 
those  between  the  Marine  Engineers  and  the  Lake 
Carriers,  from  1903  to  1908;  those  between  the  Stove 
Moimters  and  the  Stove  Founders,  from  1902  to  1907; 
those  between  the  Metal  Polishers  and  the  Stove 
Founders,  from  1902  to  1909.  It  is  also  worthy  of 
note  that  the  really  important  losses  were  in  those 
systems  in  which  the  United  States  Steel  Corporation 
was  an  influential  factor.  The  importance  of  the 
annual  conferences  of  the  Amalgamated  Association 
has  diminished  since  1897  chiefly  because  in  1901  and 
1909  the  union  lost  control  of  mills  owned  by  the  Steel 
Corporation.  The  Pittsburgh  Steamship  Company, 
a  subsidiary  company  of  the  Corporation,  is  the  lai^est 
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vessel  owner  in  the  Lake  Carriers'  Association^  and 
the  association  of  Lake  Erie  Dock  Managers  is  made 
up  largely  of  the  managers  of  ore  docks. 

By  way  of  summary,  it  may  be  said  that  systems 
of  the  first  class,  altho  some  of  them  have  broken 
down,  covered  a  much  larger  number  of  workmen  in 
1911  than  in  1897  and  that  new  systems  of  this  kind, 
in  addition  to  those  in  operation  in  1897,  were  estab- 
lished during  the  period  under  consideration  and  so 
far  have  maintained  themselves  in  bituminous  mining  ^ 
and  in  the  pottery,  cooperage,  and  wall  paper  trades. 
The  annual  conferences  in  the  glass  bottle,  flint  glass, 
and  window  glass  trades  and  the  conference  system 
of  the  Molders  and  the  Stove  Founders'  National 
Defense  Association  are  imimpaired.  The  period 
1898^-1911  marked,  therefore,  an  important  advance 
in  the  number  and  extent  of  such  systems  of  collective 
bargaining. 

Tbe  establishment  of  systems  of  collective  bargaining 
of  the  second  class,  that  is,  those  in  which  local  wage 
rates  are  settled  under  a  national  system,  gives  a 
peculiar  interest  to  the  history  of  collective  bargaining 
since  1897.  These  systems  properly  attracted  atten- 
tion from  the  students  of  labor  problems.  It  was 
especially  to  such  attempts  to  secure  industrial  peace 
that  Mr.  W.  F.  Willoughby  gave  attention  in  his 
article  on  "  Employers'  Associations  for  Dealing  with 
Labor  in  the  United  States,"  published  in  this  Journal 
in  November,  1905.  A  more  detailed  description  of 
systems  of  this  kind  forms  the  central  part  of  Mr. 
W.  F.  Hubert's  article  on  "  Employers'  Associations 
in  the  United  States."  *    These  systems  of  collective 

>  In  1906  there  was  no  interstate  agreement  in  the  Central  field,  but  agreements 
for  the  states  were  made  separately,  and  in  1908  and  1910  the  XUinois  operators  did 
not  participate  in  the  oonferenoes. 

•  PubliBhed  in  Studies  in  American  Trade  Unionism,  edited  by  Hollander  and 
Baraett,  New  York,  1906. 
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bargaimng  were  an  essentially  new  departure.  If 
they  had  been  successfully  maintamed,  they  would 
have  offered  a  promising  prospect  of  extending  col- 
lective bargaining  on  a  national  scale  into  trades  in 
which  the  establishment  of  systems  of  the  older  type 
was  impossible  on  account  of  the  wide  variations  of 
wages  among  localities  and  the  consequent  impracti- 
cability of  setting  a  wage  of  district  or  national  area. 

The  outcome,  however,  has  not  justified  the  ex- 
pectations of  the  promoters  of  these  systems.  In 
this  class,  to  name  them  in  the  order  of  their  estab- 
lishment, were  the  systems  of  the  National  Founders' 
Association,  the  National  Metal  Trades .  Association, 
the  American  Newspaper  Publishers'  Association,  the 
United  Typothetae,  the  National  Erectors'  Associa- 
tion, the  Employing  Lithographers,  the  Fur-Felt  Hat 
Manufactiu^rs.  Of  these  only  one  sxurvives  —  that 
of  the  American  Newspaper  Publishers'  Association. 
Moreover,  in  most  of  the  other  cases,  the  life  of  the 
system  was  very  short.  The  agreement  of  the  National 
Metal  Trades  Association  with  the  Machinists  and 
that  of  the  Fur-Felt  Hat  Manufacturers  with  the 
Hatters  were  terminated  in  a  year;  that  of  the  Em- 
ploying Lithographers  with  the  Lithographers,  and 
that  of  the  Erectors'  Association  and  the  Structural 
Iron  Workers,  in  two  years;  that  of  the  National 
Founders'  Association  with  the  Iron  Molders,  in  five 
years.  The  greatest  success  in  the  working  of  systems 
of  this  kind  was  attained  in  the  printing  trade.  The 
agreement  of  the  United  Typothetae  with  the  Press- 
men was  effective  from  1902  to  1907,  and  the  "  arbi- 
tration agreement "  of  the  Newspaper  Publishers, 
first  entered  into  in  1901  with  the  Printers,  the  Press- 
men, and  the  Stereotypers,  has  been  regularly  renewed 
and  was  in  1905  extended  to  cover  the  Photo-Engravers. 
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III 

In  order  to  understand  the  weakness  shown  by 
systems  of  the  second  class,  it  is  necessary  to  luiderstand 
the  conditions  under  which  they  were  established, 
and  which  they  were  intended  to  meet.  The  growth 
of  trade  unionism  in  any  trade  is  accompanied  almost 
inevitably  by  centralization  of  power  in  the  hands  of 
the  national  union.  This  development  affects  the 
individual  employer  or  the  local  association  of  em- 
ployers in  two  ways.  In  the  first  place,  in  any  conflict 
with  a  local  union  a  local  employers'  association  finds 
itself  confronted  with  the  entire  strength  of  the  national 
union.  In  the  second  place,  the  national  union  tends, 
even  in  the  absence  of  a  nationally  uniform  rate  of 
wages,  to  build  up  a  series  of  national  working  rules 
relating  to  the  length  of  the  working  day,  the  use  of 
machinery,  apprenticeship,  etc.,  which  are  enforced 
upon  local  unions  in  their  dealings  with  employers. 
The  local  associations  of  employers  find,  therefore, 
that  the  local  unions  with  which  they  deal  have  no 
power,  even  if  they  desire,  to  enter  into  negotiations 
on  such  points.  The  terms  of  employment  are  thus 
fixed  in  lai^e  part  in  advance  of  local  negotiations. 
National  associations  of  employers  are  formed,  there- 
fore, in  such  trades  for  two  piuposes:  (1)  to  bring 
to  bear  in  local  disputes  on  the  side  of  the  employers 
the  strength  of  a  national  association,  (2)  to  bring 
under  joint  determination  the  working  rules  established 
by  the  national  union. 

Obviously  a  national  employers'  association  may  be 
formed  exclusively  for  one  of  these  two  piuposes,  and 
the  history  of  collective  bargaining  in  the  last  fifteen 
years  furnishes  instances  of  such  associations.  The 
Fur-Felt  Hat  Manufacturers,  for  example,  from  1903 
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to  1907  merely  attempted  to  secure  modifications  in 
the  working  rules  of  the  Hatters.  At  irregular  inter- 
vals a  conmiittee  of  the  manufacturers  met  either  the 
executive  committee  of  the  union  or  the  convention 
of  the  union  and  ui^ed  changes  in  the  working  rules. 
The  rate  of  wages  was  not  considered  in  these  con- 
ferences, being  settled  in  each  locality  by  the  employers 
and  the  unions.  In  1007,  however,  the  manufacturers 
and  the  union  entered  into  an  agreement  for  the 
settlement  of  local  rates  of  wages.  On  the  other 
hand,  the  American  Newspaper  Publishers'  Associa- 
tion has  confined  its  activities  to  devising  a  means  for 
settling  disputes  as  to  local  rates  and  local  working 
rules.  It  has  raised  at  times  the  question  of  the 
modification  of  national  working  rules,  but  has  never 
made  it  an  issue. 

But  all  of  the  other  employers'  associations  which 
have  established  systems  of  collective  bargaining  for 
settling  local  rates  of  wages  have  regarded  the  modifi- 
cation of  the  national  union's  working  rules  as  im- 
portant. The  working  rules  which  are  thus  brought 
into  question  have  ordinarily  been  established  slowly 
and  painfully  by  the  national  union  before  the  estab- 
lishment of  the  national  employers'  association.  At 
first  enforced  in  only  a  part  of  the  union's  jurisdiction, 
they  have  been  extended,  frequently  at  the  cost  of 
strikes,  until  they  are  effective  in  all  union  shops. 
These  rules  are  ordinarily  part  of  the  constitution 
and  by-laws  of  the  national  imion.  They  have  been 
enacted  in  exactly  the  same  way  as  rules  for  the  inter- 
nal government  of  the  union,  and  the  officers  of  the 
union  and  the  members  of  the  imion  do  not  differen- 
tiate between  working  rules  which  are  of  concern  to 
employers  and  rules  relating  merely  to  the  internal 
affairs  of  the  union.    The  representatives  of  the  union 
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have  no  more  power  to  alter  one  than  the  other.  It 
is  this  confusion  of  working  rules  and  internal  regula- 
tions which  frequently  makes  it  impossible  for  the 
representatives  of  the  imions  and  of  the  employers' 
associations  even  to  imderstand  each  other's  point  of 
view. 

In  1902,  for  instance,  the  New  York  Typothetae, 
an  association  of  employing  book  and  job  printers, 
in  concluding  a  local  agreement  with  the  New  York 
typographical  imion  agreed  to  refer  to  the  Interna- 
tional Typographical  Union  and  the  United  Typothetae 
of  America,  the  national  association  of  book  and  job 
printers,  for  settlement  by  arbitration  "  such  points 
as  conflict  with  the  International  Typographical  Union 
laws."  The  particular  issue  involved  was  a  rule  of 
the  International  Union  requiring  foremen  to  be 
members  of  the  union.  When  the  United  Typothetae 
took  up  this  question  with  the  oflSicers  of  (Jie  Typo- 
graphical Union,  it  was  met  by  a  refusal  to  arbitrate 
the  point  at  issue.  The  oflSicers  of  the  International 
Union  explained  that  they  had  no  more  power  to 
submit  the  working  rules  established  by  the  Inter- 
national Union  to  arbitration  than  they  had  to  submit 
the  organic  law  of  the  imion.  This  explanation  was 
far  from  satisfactory  to  the  Typothetae.  In  its  report 
to  the  convention  of  the  United  Typothetae,  the 
executive  coimcil,  in  commenting  on  the  refusal  of 
the  national  imion  to  arbitrate,  said:  — 

From  this  correspondence  it  will  be  seen  that  the  International 
Typographical  Union  takes  the  exalted  ground  that  after  they  have 
passed  a  law  it  is  as  irrevocable  as  the  laws  of  the  Medes  and  Per- 
sians. While  they  express  at  their  Birmingham  convention  and 
by  their  communications  this  year  the  desire  for  arbitration,  when 
the  first  proposition  is  made  to  them  through  one  of  their  local 
bodies  that  the  question  at  issue  between  their  members  and  the 
employers  be  arbitrated,  they  decline  to  do  so  on  the  ground  that 
to  arbitrate  would  be  to  arbitrate  one  of  their  laws,  which  is  impos- 
sible of  arbitration. 
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Even  when  the  modification  or  abrogation  of  a 
national  woridng  rule,  as  distinguished  from  its  local 
enforcement,  is  the  point  at  issue,  it  is  difficult  to 
make  progress  under  a  system  of  collective  bargaining 
under  which  only  local  rates  of  wages  are  settled. 
The  national  employ^^'  association  has  ordinarily 
nothing  conmiensurate  to  offer  in  exchange.  In  the 
few  cases  in  which  some  headway  has  been  made,  as 
for  example,  the  agreement  between  the  Metal  Trades 
Association  and  the  Machinists  and  the  agreement 
between  the  Typothetae  and  the  Pressmen,  these 
concessions  were  obtained  because  it  was  possible  to 
offer  the  union  the  peaceful  establishment  of  a  shorter 
work  day.  In  certain  other  cases  the  unions  have 
appraised  so  highly  the  introduction  of  a  peaceful 
method  of  settling  local  rates  of  wages  that  they  have 
been  willing  to  modify  certain  of  their  national  working 
rules.  ^  But  obviously  such  occasions  are  exceptional 
and  recur,  if  at  all,  only  at  considerable  intervals. 
The  joint  determination  of  national  working  rules  is 
not  likely  to  be  secured  to  the  desired  extent,  if  the 
quid  pro  quo  which  the  employers  have  to  offer  is  of 
this  kind. 

In  sjrstems  of  collective  bargaining  of  the  first  class, 
on  the  contrary,  the  determination  of  national  working 
rules  naturally  comes  within  the  power  of  the  national 
joint  conference.  The  scale  of  wages  is  coextensive 
in  application  with  national  working  rules,^  and  in  the 
conferences  between  the  employers  and  the  union  ail 

>  The  Lithocr^>h0n  were  forced  by  a  lookout  in  1904  to  enter  into  an  acraanent 
for  the  '*  mutoal  govemment  '*  of  the  trade,  under  whieh  not  only  looal  rates  of  wacee, 
but  national  working  rules  were  to  be  lointly  determined. 

*  In  those  anions  in  iHiieh  district  rates  of  waces  are  fixed  by  district  confeiencee, 
there  is  exhibited  a  strong  tendency  to  make  the  district  a  gOTemmental  unit  and  to 
giTS  it  autonomy  in  many  matteia.  The  union  working  rules  in  such  unions  are  ordi- 
naiily  district  and  not  national  rules  and  are  therefora  coextensive  in  aiyplication  with 
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the  factors  affecting  labor  cost  come  under  considera- 
tion. The  working  rules  desired  by  the  union,  which 
are  national  in  scope,  become  an  element  in  the  bargain 
struck  between  employers  and  union.  If  the  union 
wishes  to  enforce  such  and  such  rules,  the  employers 
must  have  such  and  such  concessions  in  wage  rates. 
The  working  rules  are  thus  clearly  brought  into  direct 
connection  with  the  rate  of  wages.  In  1899  Mr. 
D.  A.  Hayes,  president  of  the  Glass  Bottle  Blowers' 
Association  of  America,  in  his  testimony  before  the 
Industrial  Commission  said:  — 

This  book  contains  the  price  per  gross  of  every  bottle  made;  also 
rules,  and  apprentice  regulations,  hours,  etc.  This  Ust  is  not  a 
result  of  duect  l^^ation  in  our  conventions.  We  realize  that 
laws  which  require  the  consent  of  comparatively  no  outside  party, 
such  as  taxation,  insurance,  assessment  and  things  of  that  kind, 
can  be  decided  in  our  conventions.  We  decide  upon  them.  But 
questions  relating  to  wages,  hours,  apprentice  r^^tions  do, 
and  our  officers  are  instructed  to  bring  them  up  in  the  conferences 
with  the  employers,  where  we  decide  them  after  arguments  on  both 
sides.  They  are  then  accepted  and  approved;  hence  this  book  is 
not  the  final  law  of  our  organization  or  convention.  It  is  a  result 
of  a  joint  conference  with  our  employers.^ 

The  plan  of  bringing  working  rules  under  joint  deter- 
mination is  common  in  greater  or  less  degree  to  all 
systems  of  collective  bargaining  of  the  first  class. 

The  difference  between  the  two  classes  of  systems 
of  collective  bargaining  in  this  respect  may  be  illus- 
trated from  the  history  of  collective  bargaining  in  the 
Iron  Molders'  Union.  In  1891  that  union  entered 
into  an  agreement  with  the  Stove  Founders'  Defense 
Association,  which  at  first  merely  provided  for  the 
settlement  of  local  disputes  by  conference.  But  in 
1892  it  was  provided  that ''  the  general  rate  of  molders' 
wages  should  be  established  for  each  year  without 
change."    Since  that  time  clause  after  clause  has  been 

>  Report  of  the  Industrial  Commiarion,  Waahington,  1900,  toL  vii,  p.  103. 
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added  to  the  agreement,  setting  forth  working  rules 
agreed  upon  in  conference  at  the  time  of  settling  wages 
for  the  year.  The  employers  have  not  always  secured 
the  working  rules  which  they  desired,  but  the  rules 
have  been  powerfully  affected  by  the  conferences. 

In  1899  the  National  Foxmders'  Association  and  the 
Iron  Molders'  Union  entered  into  an  agreement  for 
the  settlement  of  local  disputes.  The  initial  agreement 
was  similar  to  the  initial  agreement  between  the  Stove 
Foxmders  and  the  imion,  but  in  the  case  of  the  National 
Foxmders'  Association  the  agreement  was  not  extended 
to  include  the  periodical  setting  of  a  national  rate  of 
wages.  Until  its  termination  the  agreement  provided 
merely  a  mechanism  for  settling  local  disputes.  In 
a  succession  of  conferences,  conducted  by  able  and 
experienced  employers  and  xmion  officials,  the  records 
of  which  form  one  of  the  most  important  docimients 
in  the  history  of  collective  bargaining  in  this  coxmtry, 
the  lore  important  national  working  rules  of  the 
xmion  were  discussed.  It  was  foimd  impossible, 
however,  to  make  any  progress  in  reaching  an  agree- 
ment as  to  working  rules.  In  1904  the  agreement 
was  annulled  and  the  National  Foxmders'  Association 
became  and  remains  a  hostile  employers'  association. 
The  probability  of  the  maintenance  of  the  system 
woxild  xmdoubtedly  have  been  much  greater,  if  it  had 
been  foxmd  possible  to  entrust  to  annxial  joint  con- 
ferences the  setting  of  a  national  wage  rate. 

IV 

If  the  foregoing  analysis  of  the  history  of  collective 
bargaining  in  the  last  fifteen  years  is  correct,  the  general 
proposition  is  established  that  the  success  of  a  national 
or  district  system  of  collective  bargaining  is  far  more 
probable  when  the  scale  of  wages  is  a  national  or 
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district  scale,  since  only  then  is  it  likely  that  working 
rules  win  become  subject  to  joint  determination. 
Unless  that  is  accomplished,  employers  ordinarily 
feel  that  the  maintenance  of  the  system  is  hardly 
worth  while.  It  follows  that  the  establishment  of 
successful  systems  of  bargaining  will  depend  chiefly 
upon  the  extent  to  which  it  seems  feasible  and  desirable 
to  establish  national  or  district  wage  rates.  A  national 
wage  scale  need  not,  of  course,  be  uniform  for  the 
entire  coimtry  or  even  for  a  district.  Differentials 
from  a  central  rate  may  be  recognized  as  is  done  in 
the  agreements  in  the  bituminous  coal  fields.  But 
the  rates  must  be  more  imiform  through  the  coimtry 
than  is  the  case  at  present  in  many  trades.  The 
establishment  of  nationally  uniform  rates  is  usually 
more  practicable  where  the  union  is  dealing  with 
homogeneous  groups  of  employers,  that  is,  groups  in 
which  the  employers  employ  the  same  classes  of  work- 
men and  have  fairly  well  standardized  establishments. 
The  success  of  the  Stove  Founders'  system,  as  has 
been  indicated,  was  due  to  the  possibility  of  estab- 
lishing a  national  rate;  and  that  possibihty  was  due 
to  the  fact  that  the  employers'  association  with  which 
the  union  dealt  was  made  up  entirely  of  stove  founders. 
The  National  Foimders'  Association,  on  the  contrary, 
comprises  a  number  of  distinct  groups  of  foimders, 
employing  different  classes  of  molders.  It  seems 
probable  that  some  of  these  groups,  if  they  had  dealt 
separately  with  the  union,  might  have  found  it  feasible 
to  establish  a  national  rate  of  wages  for  the  molders  in 
their  employ.  In  all  the  sjrstems  of  collective  bar- 
gaining of  the  first  kind,  the  groups  of  employers  with 
which  the  unions  deal  are  relatively  homogeneous.^ 

>  The  Amerioan  NewqDaper  PubliahezB*  AMOoiation  is  a  homogenaous  croup  of 
employen;  in  few  induetriee  do  the  eetabliahmente  oonfonn  so  eioady  to  a  ain^  typb 
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In  the  glass  bottle  trade,  for  example,  the  union  signs 
three  separate  scales  with  different  groups  of  employers. 
The  Flint  Glass  Workers  sign  eight  or  ten  separate 
scales. 

For  the  building  up  of  systems  of  effective  bargaining 
of  the  first  class,  two  influences  are  at  work.  The 
first  is  the  formation  of  homogeneous,  even  if  small, 
employers'  associations,  in  which  the  setting  of  a 
national  wage  scale  is  possible.  Of  the  new  systems 
of  collective  bargaining  of  the  first  class  established 
within  the  past  fifteen  years,  it  is  to  be  noted  that 
the  Potters  deal  with  two  separate  groups  of  employers. 
The  Machine  Employing  Coopers  and  the  Wall  Paper 
Manufacturers  are  small  and  homogeneous  organiza- 
tions. It  is  entirely  possible,  of  course,  for  several 
such  bargaining  groups  in  a  trade  to  be  united  for 
certain  purposes  in  a  single  employers'  association. 
The  three  groups  of  manufacturers  in  the  glass  bottle 
trade,  for  instance,  are  parts  of  the  National  Association 
of  Glass  Bottle  Manufactiu'ers.  The  second  influence 
making  for  the  establishment  of  systems  of  collective 
bargaining  of  the  first  class  is  the  tendency  on  the  part 
of  a  considerable  number  of  xmions  to  make  their  wage 
rates  imiform.  Within  very  recent  years,  for  instance, 
the  railway  brotherhoods  have  been  striving  to  make 
sectionaUy  imiform  their  rates,  which  have  hitherto 
varied  considerably  from  railroad  to  railroad.^  What- 
ever disadvantages  may  be  connected  with  this  process, 
it  may  be  confidently  predicted  that  if  it  is  carried  to 

M  in  newBiMtper  pubLiahing.  There  appears  to  be  no  insuperable  difficulty  in  the  way 
of  the  Pttblidian*  setting  in  annual  conferences  with  the  unions  in  the  printing  trades 
national  rates  of  wages,  differentiated  according  to  the  siie  of  the  place  and  according 
to  section  of  countiy,  but  pivoting  on  a  central  rate.  The  advantage  to  the  Publishers 
and  to  the  unions  would  be  that  under  such  a  system  the  working  rules  would  probably 
come  under  joint  determination. 

^  For  an  account  of  this  movement,  see  an  article  in  the  October  number  of  this 
Journal  by  Mr.  William  J.  Cunningham,  entitled  "  Standardising  the  Wages  of  Rail- 
road Trainmen." 
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successful  conclusion  one  effect  will  be  that  working 
rules  which  have  heretofore  been  determined  practi- 
cally by  the  national  unions  will  tend  to  become  more 
and  more  subject  to  joint  determination. 

The  successful  working  of  systems  of  collective 
bargaining  of  the  second  class  is  entirely  practicable 
where  an  employers'  association  is  willing  to  allow 
the  national  union  to  determine  independently  na- 
tional working  rules.  The  American  Newspaper  Pub- 
lishers' Association,  as  has  been  noted  above,  has 
adopted  this  policy.  The  newspaper  publishing  busi- 
ness is  one  in  which  the  suspension  of  work  is  extremely 
hurtful.  It  is  also  an  industry  in  which  the  unions 
are  very  strong.  The  Publishers,  imder  their  arbitra- 
tion agreements  with  the  uiuons,  receive  a  guarantee 
that  disputes  will  not  result  in  strikes.  Wages  and 
hours  are  settled  by  joint  conferences  or,  if  these  fail, 
by  arbitration.  But  the  Publishers  have  expressly 
agreed  that  national  working  rules  shall  not  be  arbi- 
trated. It  is  possible  that  other  groups  of  employers 
are  so  concerned  in  avoiding  the  suspension  of  work 
that  they  may  be  willing  to  waive  the  joint  determina- 
tion of  working  rules.  But  a  complete  system  of  col- 
lective bargaiDing,  including  the  joint  determination 
of  all  working  rules,  appears  feasible  only  where  a 
national  or  district  conference  sets  a  national  or  dis- 
trict wage  rate. 

Georqe  E.  Barnbtt. 
Johns  Hopkins  UNiymtsnT. 
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Among  the  numerous  combinations  in  restraint 
of  trade  that  have  been  attacked  in  recent  years  by  the 
government  under  the  Sherman  Act,  the  so-called 
"  Powder  Trust "  is  probably  the  most  interesting; 
and  this  for  several  reasons.  In  the  first  place  the 
Powder  Trust  has  had  perhaps  the  longest  continuous 
existence  of  any  combination,  the  Standard  Oil  Com- 
pany alone  excepted.  Secondly,  the  combination 
has  demonstrated  that,  contrary  to  the  general  ex- 
perience, it  is  possible  for  a  pool  to  maintain  itself 
through  a  long  period  of  years  without  either  breaking 
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down  or  to  any  great  extent  losing  its  effectiveness. 
Finally,  peculiar  interest  attaches  to  the  Powder 
Trust  in  its  later  history  because  of  the  unique  scheme 
employed  by  E.  I.  du  Pont  de  Nemours  and  Company, 
to  be  considered  in  the  latter  part  of  this  article,  for 
dissolving  subsidiaries. 

The  history  of  the  Powder  Trust  falls  natiurally 
into  three  periods,  as  follows:  — 

I.  From  April  23,    1872,  to  July  2,   1890,  the 
date  of  the  passage  of  the  Sherman  Act. 

II.  From  July  2,  1890,  to  March,    1902,   when 

Thomas,  Kerre,  and  Alfred  du  Pont  in- 
corporated the  E.  I.  du  Pont  de  Nemours 
and  Company,  the  Delaware  corporation 
of  1902. 

III.  From  the  incorporation  of  March,  1902,  to 

the  present  day. 

Period  I 

At  10  o'clock  on  April  23,  1872,  certain  persons 
representing  six  gunpowder  manufacturers^  held  a 
meeting  in  New  York  City  at  the  oflSice  of  F.  L. 
Eoieeland,  70  Wall  Street.  A  seventh  concern,  tho 
not  represented,  expressed  in  a  letter  its  entire  agree- 
ment with  the  purposes  and  objects  of  the  assem- 
blage.^  The  secretary  of  the  meeting,  Mr.  A.  E. 
Douglass,  representing  the  Hazard  Powder  Company, 
read  a  proposed  scheme  of  association,  which  was 
amended  in  some  respects  to  conform  to  the  opinions 

1  The  conoerna  repreaented  ivero  as  followa:  E.  I.  du  Pont  de  Nemouia  and  Co.,  the 
Laffin  and  Rand  Powder  Co.,  the  Oriental  Powder  MUla,  the  Amerioan  Powder  Co., 
Miami  Powder  Co..  and  the  Haiard  Powder  Co.  All  oitationa  are  from  the  Testimony, 
Exhibits,  Briefs,  and  documents  in  the  suit  of  the  United  States  of  America  t.  £.  I. 
du  Pont  de  Nemours  and  Co.  et.  aL  U.  8.  C.  C,  for  the  District  of  Delaware,  No.  280. 
In  Equity. 

>  This  seventh  concern  was  the  Austin  Powder  Company,  a  corporation  of  Ohio. 
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of  those  present  and  was  then  ordered  to  be  printed 
and  distributed  for  further  consideration  and  action 
to  the  participating  firms  and  companies.  It  was 
resolved  that  a  committee  of  four  should  be  appointed 
by  the  chairman  who  should  arrange  a  price  schedule 
for  the  prominent  markets  of  the  United  States  and 
report  at  the  next  meeting.  ^ 

On  April  29th,  at  an  adjourned  meeting,  the  com- 
mittee of  four  reported  back  a  price  schedule  which 
was  imanimously  adopted  as  were  also,  substantially 
unchanged,  the  articles  drafted  at  the  prior  session. 
The  name  of  the  pool  was  to  be  the  "  Gimpowder 
Trade  Association  of  the  United  States."  Its  declared 
purpose  was  to  ensure  "  an  equitable  adjustment  of 
prices  and  terms  for  sales  of  powder  throughout  the 
United  States."'  Tho  seven  concerns  composed  its 
original  membership,  it  was  provided  that  any  manu- 
facturer might  signify  in  writing  to  the  President 
his  desire  to  become  a  member  and  might  be  admitted 
to  the  combination.  Representation  was  based  largely 
upon  the  size  of  the  concern.  E.  I.  du  Pont  de  Nemours 
and  Company,  and  the  Hazard  and  the  Laflin  and 
Rand  Powder  Companies  were  allotted  ten  votes 
each.  The  Oriental  Powder  Mills  received  six  votes 
and  each  of  the  other  concerns  four  votes.  The 
Association  was  to  fix  and  regulate  the  minimum 
prices  for  powder,  for  which  purpose,  presumably, 
it  was  provided  that  the  association  diould  meet 
quarterly. 

A  "  Council "  of  five  persons  was  to  be  elected  by 
the  associates.  It  was  to  meet  weekly  or  at  the  call 
of  the  chairman,  and  three  members  were  to  constitute 

>  ConfidantUl  Minutes  of  the  Meeting  of  the  Manuf actuzen  of  Gunpowder,  Ai«il 
23.  1872.    Gov't  Exhibit  No.  96,  Pet.  Reo.  Ezhibita,  vol.  i.  pp.  471^72. 

s  Artidee  of  Anooiation,  Gov't  Exhibit  No.  96-b.  Pet.  Rec.  ExhibiU.  vol.  i,  pp. 
476-477. 
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a  quorum.  To  it  all  questions  of  price  discrepancies 
and  discriminations  were  to  be  referred,  as  well  as  all 
complaints  of  infractions  of  the  agreement.  The 
"  Council  "  was  to  give  a  final  adjudication  upon  these 
questions,  by  a  majority  vote,  subject  to  the  right 
of  an  a^rieved  member  to  appeal  to  the  next  quarterly 
meeting  of  the  association.^  The  object  of  the  Coimcil, 
as  alleged  by  the  government  in  its  Brief  was  solely 
to  secure  the  maintenance  of  the  price  schedules 
established  by  the  Association.^ 

At  the  time  of  the  formation  of  the  Association 
there  was  in  existence  and  doing  business,  in  the 
western  part  of  the  United  States,  a  company  known 
as  the  California  Powder  Works.  In  1875  the  com- 
bination began  a  campaign  of  under-selling  for  the 
purpose  of  eliminating  that  concern  from  the  field. 
The  outcome  of  the  contest  was  the  sale  by  the  Cali- 
fomia  Powder  Works  of  43i  per  cent  of  its  stock  to 
E.  I.  du  Pont  de  Nemours  and  Company.*  In  the 
same  year  an  agreement  was  entered  into  between 
the  Association  and  the  western  concern.  Rules 
were  adopted  by  which  the  prices  of  powder  in  the 
states  and  territories  of  Utah,  Wyoming,  Montana, 
Colorado,  and  New  Mexico  (territory  known  as  the 
"  Neutral  Belt ")  were  to  be  named  by  the  "  Represen- 
tative Agents ''  of  the  Association,  but  not  to  be  less 
than  certain  minimum  prices  fixed  by  that  Association. 
Members  engaged  not  to  sell  below  prices  and  terms 
thus  established,  upon  penalty  of  one  dollar  per  keg 
for  such  sales,  payable  in  gold.^  In  1880  this  agreement 
was  renewed  for  a  term  of  five  years.  The  latter 
compact  provided  that  the  Association  should  neither 

>  Op.  aU,  Artides  of  Association,  p.  478.' 

*  Bnef  for  the  United  States,  vol.  2.  p.  8. 

*  Cf.  Amended  Pet.,  Pleadings,  pp.  18-19. 

*  Gov't  Exhibit  No.  9e-t  Pet.  Reo.  Exhibits,  vol.  i,  pp.  521  ff. 


Digitized  by  VjOOQ  IC 


448  QUARTERLY  JOURNAL  OF  ECONOMICS 

sell  in  nor  ship  into  the  states  of  Calif omia,  Or^on, 
and  Nevada  and  the  territories  of  Arizona,  Idaho, 
Washington,  and  Alaska,  British  possessions  or  colonies 
west  of  the  Rockies.^  The  Neutral  Belt  was  preserved 
subject  to  the  same  kind  of  an  agreement  in  regard 
to  prices  as  was  utilized  in  the  arrangement  of  1875. 
The  California  Powder  Works  upon  its  part  agreed 
to  refrain  from  any  shipments  into  the  territory  east 
of  the  Neutral  Belt,  which  was  to  belong  exclusively 
to  the  Association.' 

In  May,  1876,  an  agreement  was  secured  from  the 
Sycamore  Powder  Company  to  maintain  the  rate 
schedules  of  the  Association.'  Presumably  this  was 
not  a  difficult  task,  for  as  early  as  1873  the  du  Pont 
interests  had  purchased  500  diares  in  this  concern.^ 
About  the  same  time  another  agreement  was  made, 
this  time  with  the  Lake  Superior  Powder  Company, 
whereby  that  concern  agreed  to  confine  its  sales  to  a 
certain  definite  territory.  The  Association  had  earlier 
agreed  that  such  of  its  members  as  were  not  at  that 
time  in  enjoyment  of  the  Lake  Superior  trade  would 
not  attempt  to  enter  that  district.^ 

Prior  to  this,  in  1876,  the  articles  of  association 
were  so  amended  that,  in  case  of  an  infraction  of 

1  Except  that  du  Pont  de  Nemoun,  the  Hasaid,  and  Laflin  and  Rand  Companiea 
were  given  rights  to  make  shipments  up  to  certain  amounts.  Gor't  Ezhibii  No.  4. 
Pet.  Rec.  Exhibits,  vol.  i,  p.  46. 

>  Ibid.,  Agreement,  pp.  49  ff. 

>  Gov't  Exhibit  No.  9(Hi,  Pet.  Reo.  Exhibits,  vol.  i.  p.  634. 

«  Teetimony  of  E.  C.  Lewis.  Def.  Reo.  Testimony,  vol.  i.  pp.  403-409.  The  i«* 
mainder  of  the  stock  was  purchased  by  the  same  parties  a  few  years  later. 

•  Ck>mpendium  of  Rules,  June  1,  1881.  Gtov't  Exhibit  No.  97,  Pet.  Rec  Exhibits, 
vol.  ii.  Sees.  37-38,  p.  834.  About  1877  or  1878  a  majority  of  the  stock  of  the  Lake 
Superior  Powder  Company  was  acquired  for  cash  by  the  du  Ponts  and  other  intereeto. 
Cf.  Teetimony  of  J.  G.  Reynolds,  Def.  Rec.  vol.  ii,  pp.  689-^90.  Amended  Ptot.  of 
Gov't  asserts  that  both  of  these  concerns  were  forced  into  the  agreements  by  ruinous 
competition.  Cf.  Amended  Pet.  Pleadings,  p.  23.  Assertions  an  rebutted  in  defen- 
dant's testimony.  Def.  Rec.  Teetimony  of  E.  C.  Lewis,  vol.  i,  pp.  412-413^  testimooy 
of  J.  Q.  Reynolds,  ibid.,  vol.  U,  p.  690. 
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prices,  charges  thereof  should  be  preferred  by  a  written 
notice  twenty  days  previous  to  tiie  quarterly  meeting. 
The  notice  was  required  to  state  definitely  the  place 
at  which  the  goods  in  which  the  cut  was  claimed  to 
have  been  made  were  sold  and  delivered.  At  the 
quarterly  meetmg  the  associates,  each  having  one  vote, 
would  hear  the  evidence  and  determine  its  value. 
Their  decision  was  to  be  final  and  the  penalty  was  to 
be  paid  in  cash  to  the  Association.  This,  of  coiurse, 
eliminated  the  necessity  of  the  coimcil  of  five  members, 
originally  provided  for  in  the  agreement  of  1872,  and 
that  paragraph  was  in  consequence  repealed  on  August 
2,  1876.*  The  various  "  triers "  appointed  under 
the  new  provision,  to  secure  the  maintenance  of  prices 
soon  found  plenty  of  work  for  them  to  perform.  In 
the  first  place  three  new  independent  companies 
entered  the  gunpowder  trade  between  1878  and  1881 
in  competition  with  the  Association.  The  result 
was  a  decided  and  general  demoralization  of  prices 
and  the  conditions  of  the  trade.'  These  circumstances 
subjected  the  Association  to  the  most  severe  test  of 
its  career.  Between  1881  and  1883  the  minutes  show 
that  230  cases  of  violations  of  price  agreements  were 
tried  by  the  Association.'  There  is  evidence  to  prove 
that  it  was  a  practical  impossibility  to  maintain  the 
schedule  of  prices,  and  that  each  member  looked  out 
for  his  own  interest. 

There  is  also  abundant  testimony  to  show  that  a 
part  of  this  demoralization  in  prices  was  caused  by  a 
campaign  of  under-selling  inaugurated  against  the 
above  mentioned  independent  companies  in  the  period 

>  Amended  Artielee  of  Aas'ii.  Gov't  Exhibit  No.  06-ee.  Ptot.  Reo.  voL  i,  pp.  669- 
661.  For  repeal  of  the  seotion  regarding  the  Coundl  we  Gov't  Exhibit  No.  96-bb. 
Ftot.  Ree.  Exhibits,  vol.  i,  pp.  546-647. 

>  Of.  Ans.  of  the  King  Powder  Co..  Pleadingi.  p.  410.  Alao  Teetimony  of  Gerehon 
M.  FMers,  Def .  Ree.  Teetimony,  vol.  ii.  pp.  689-692. 

•  Cf.  Brief,  vol.  2.  p.  14. 


Digitized  by  VjOOQ  IC 


450  QUARTERLY  JOURNAL  OF  ECONOMICS 

1880-85.  For  example,  in  the  case  of  the  King's 
Great  Western  Powder  Company,  the  Hazard  Powder 
Company  gave  instructions  to  its  agents  to  cut  the 
price  with  the  guarantee  to  each  customer  that  it 
should  be  ten  cents  lower  than  any  price  that  the 
King's  Company  would  make  them.  Prices  on  rifle 
powder  in  Cincinnati,  where  the  King's  Company 
was  located,  went  down  to  $2.25  per  keg,  altho  in  the 
New  England  and  other  states  it  was  $6.25.  Blasting 
powder  declined  in  price  from  $2.75  or  $2.85  to  80  cents 
per  keg  in  the  same  locality.^  Substantially  the  same 
methods  were  employed  against  both  the  Ohio  Powder 
Company  and  the  Marcellus  Powder  Company,* 
the  other  two  of  the  independents,  with  the  result 
that  all  three  were  forced  to  yield  to  the  combination,' 
and  became  parties  to  a  new  combination  on  August 
23,  1886,  together  with  the  concerns  already  in  the 
Association. 

The  purpose  of  the  agreement  of  1886  was:  '^  regu- 
lating in  a  convenient  and  desirable  manner  the  business 
of  the  parties  .  .  •  including  the  regulation  of  the 
prices  at  which  such  powder  shall  be  sold;  for  the 
purpose  of  avoiding  unnecessary  loss  in  the  sale  and 
disposition  of  such  powder  by  ill  regulated  or  un- 
authorized competition  and  under-bidding  by  the 
agents  of  the  parties  hereto".  .  .  .  The  terms  of 
the  agreement  provided  that  the  nine  parties  to  the 

>  Testimony  of  B.  8.  Waddett.  Brief  for  the  United  States,  vol.  2.  pp.  l»-90.  It  is 
only  fair  to  aay  that  it  waa  endeavored  to  rebut  the  teetimony  of  Waddell  in  lecaid  to 
the  methods  of  competition  employed  against  these  independent  companies,  and  to  so 
far  as  possible,  discredit  it.  Cf.  Testimony  of  Gershon  M.  Peters.  Def .  Rec.  TesUmony. 
vol.  ii,  pp.  60(Hi91.  600,  720-731. 

*  Cf.  Amended  Pet.  in  Pleadinffs.  pp.  28-20.  Testimony  R.  B,  Waddell,  Brief 
vol.  u.  pp.  22-28. 

•  In  1886,  the  stock  of  the  Marcellus  Company  was  sold  to  du  Pont  de  Nemours,  the 
Hasard,  and  Laflm  and  Rand  Compames  and  the  Oriental  Powder  Mills.  In  the  same 
year  the  Ohio  Powder  Company  disposed  of  38  per  cent  of  its  stock  to  the  first  three  of 
these  companies.  Cf .  Amended  Pet.  Pleadings,  p.  32. 


Digitized  by  VjOOQ  IC 


THE  POWDER  TRUST,  187B-1912  461 

combination,  known  as  the  "  Nine  Companies,"  ^ 
outside  of  the  Laflin  and  Rand,  Hazard,  and  du  Pont  de 
Nemours  Companies,  known  as  the  "  Three  Com- 
panies," should  be  allotted  arbitrary  quotas  of  so 
many  thousand  k^s  of  powder  per  year.  Whenever 
the  "Three  Companies"  should  show  an  increase 
in  average  yearly  sales  of  powder,  it  was  provided 
that  the  total  allottments  to  the  "  Nine  Companies  " 
should  be  correspondingly  increased.'  In  case  the 
"  Nine  Companies  "  sold  more  than  their  total  allott- 
ment,  they  agreed  to  take  from  the  "  Three  Companies" 
sufficient  powder  to  adjust  the  liability  at  a  price  of 
three-quarters  of  the  established  sales  prices,  in  the 
case  of  sporting,  and  five-sixths  in  the  case  of  blasting 
powder,*  Thus  the  "  Three  Companies "  were  left 
free  to  sell  as  much  powder  as  they  could,  it  being 
merely  provided  that  when  their  sales  should  increase 
beyond  the  average  for  the  years  1882,  1883,  and  1884 
the  total  allottment  of  the  "  Nine  Companies  "  should 
be  increased.  On  the  other  hand,  if  the  "  Nine  Com- 
panies" sold  more  than  their  allottment,  including 
such  increases  in  percentages  as  might  accrue  to  them 
through  increases  in  sales  by  the  "  Three  Companies  " 
during  the  year,  they  were  obliged  to  adjust  this  by 
purchase  from  the  said  "  Three  Companies." 

The  agreement  established  a  "  Board  of  Arbitra- 
tion "  consisting  of  a  chairman  and  two  other  members 
who  were  to  be  designated  by  the  Association.  The 
Board  was  to  settle  all  the  questions  in  dispute  and 
their  decisions  thereon  were  to  be  final.*    The  Schagti- 

1  Oriental  Powder  MiUe,  Miaou  Powder  Company,  American  Powder  Mills,  Austin 
Powder  Co.,  Kind's  Great  Western  Powder  Co.,  Lake  Superior  Powder  Co.,  Syoamom 
Powder  Mfg.  Co.,  Ohio  Powder  Co.,  and  Maroellus  Powder  Co. 

*  Cf.  Agreement.    Gov't  Exhibit  No.  7,  Ptot.  Rec.  Exhibits.  voL  i,  p.  114. 

>  Ibid.,  pp.  117-119.  «  Ibid.,  pp.  110-120. 
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coke  Powder  Company,  a  majority  of  whose  stock 
was  held  by  Laflin  and  Rand,  was  to  be  regarded  in 
the  matter  of  sales  as  a  part  of  the  latter  company. 
Laflin  and  Rand  on  their  part  guaranteed  that  the 
Schagticoke  Company  would  comply  with  all  the 
provisions  of  the  agreement.^  Within  six  months 
of  the  formation  of  this  new  combination  agreement 
the  prices  that  had  so  declined  during  the  early  eighties 
had  recovered  to  practically  their  former  figures.^ 
The  trade  of  the  California  Powder  Works  was,  as 
before,  regulated  by  a  supplementary  agreement.' 
Four  other  supplementary  agreements  were  also  entered 
into  in  the  two  next  succeeding  years,  at  New  Orleans, 
Chattanooga,  Louisville,  and  Cincinnati  respectively, 
looking  to  the  strict  enforcement  of  the  regulations 
and  prices  of  the  Association.^ 

As  provided  by  its  own  terms  the  agreement  of 
1886  lapsed  or  was  to  lapse  on  December  31,  1889. 
But  before  that  date  the  same  twelve  companies, 
parties  to  the  1886  agreement,  entered  into  the  so-called 
"Fundamental  Agreement"  of  1889.  The  objects 
of  the  third  compact  as  stated  were  identical  with 
those  of  the  second  one.    In  operation  also  the  new 

i  Ibid.,  p.  121. 

*  Testimony  of  Geivhon  M.  Peters.  Def.  Reo.  Testimoiiy,  vol.  ii,  pp.  097-696.  Of. 
Testimoiiy  of  R.  S.  WaddeU,  Brief,  vol.  2,  pp.  28-29. 

*  The  asreementa  were  alightly  ahered.  Certain  of  the  membera  of  the  oombination 
were  allowed  to  ahip  into  Paoific  Coast  Territory  a  limited  amount  of  certain  high  crade 
sooda.  But  none  were  allowed  to  ship  in  goods  of  the  lower  grade.  Suoh  sales,  however, 
as  were  made  in  this  territory  were  to  be  at  prices  named  by  the  California  concern  and 
were  also  to  be  in  accordance  with  its  rules.  In  return  the  California  Powder  WoiIbs 
was  permitted  to  make  sales,  with  certain  exceptions,  east  of  the  "  neutral  belt,"  teni- 
tory  formerly  exclusively  reserved  to  the  combination.  An  interesting  feature  of  these 
agreements  is  the  designation  of  the  parties  thereto  not  by  their  names,  but  by  certain 
letters  of  the  alphabet.  Cf .  Abstracts  referring  to  Pac.  Coast  Sales.  Gov't  Exhibits 
Nos.  114  and  115.  Pet.  Rec.  Exhibits,  vol.  ii.  pp.  996-1001. 

*  The  text  of  the  agreements  at  New  Orleans,  Louisville,  and  Cincinnati  may  be 
found  in  Pet.  Rec  Exhibits,  Nos.  8^10.  vol.  i,  pp.  123-132.  Referenoe  is  made  to  tbe 
Chattanooga  Agreement  in  a  letter  of  the  Hasard  Powder  Company  to  ita  agent  at 
Chattanooga.    Gov't  Exhibit  No.  46,  ibid.,  p.  264. 
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pool  adopted  in  general  the  same  methods  previously 
in  vogue  under  that  agreement.  The  United  States 
was  divided  into  seven  districts  and,  as  before^  trade 
on  the  Pacific  Coast  was  to  be  regulated  by  a  supple- 
mentary arrangement  with  the  California  Powder 
Works.^  A  "Board  of  Trade''  of  five  members 
succeeded  the  ''Board  of  Arbitration"  of  the  pre- 
ceding agreement,  with  power  to  fix  and  alter  prices 
and  to  adjudicate  grievances.  The  total  volume  of 
sales  was  to  be  regarded  as  the  aggregate  trade  for  the 
year  and  was  to  be  divided  in  direct  proportion  to  the 
yearly  allottment  of  each  one  of  the  parties.'  The 
Board  of  Trade  was  directed  to  make  computations 
of  sales  in  excess  of  or  deficiencies  below  the  allott- 
ments  thus  provided  for  and  to  fiunish  each  party 
with  a  written  accounting  in  full  detail.  "Within 
thirty  days  parties  liable  were  required  to  pay  cash 
into  the  treasury  for  excesses*  This  money  was  then 
to  be  distributed  among  the  parties  entitled  thereto 
as  shown  by  the  accounting.' 

One  paragraph  of  the  Fundamental  Agreement 
provided  that  any  one  who  was  injured  by  an  overt 
act  of  the  Board  of  Trade, ''  as  for  instance  the  reduction 
of  a  price  at  a  place,  in  treatment  of  a  local  distiu'bance 
of  trade/'  should  be  compensated  for  the  loss  sustained 
by  the  pajrment  of  money.*  The  new  agreement 
embraced  companies  that  controlled  ninety-five  per 
cent  of  the  output  of  rifle  powder  and  ninety  per  cent 
of  the  output  of  the  blasting  powder  of  the  United 

1  Fundamental  Acreoneni,  GoT*t  Exhibit  No.  6,  Pet.  Reo.  Ezhibita,  vol.  i,  pp. 
fM-100.    Cf.  pp.  100-101. 

>  Hanrd,  Laflin  and  Rand,  and  du  Pont  de  Nemoan  Companies  to  be  regarded  aa 
006  party. 

I  Fundamental  Agreement,  Gov't  Exhibit  No.  6,  Pet.  Reo.  Exhibits,  vol.  i.  pp.  101- 
102. 

*  Op.  dt.  Fundamental  Agreement,  p.  107. 
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States.^  The  agreement  was  to  go  into  effect  in 
January,  1890,  and  was  to  continue  in  force  to  June  30, 
1895,  and  indefinitely  from  year  to  year  thereafter, 
unless  one  or  more  of  the  parties  should  give  notice 
of  intent  to  withdraw  from  it.'  As '  a  supplement 
to  the  Fundamental  Agreement  an  ''  Auxiliary  Agree- 
ment '^  was  entered  into  on  the  19th  of  December, 
1889.  This  made  specific  provision  for  the  work  of 
the  Board  of  Trade,  and  laid  down  numerous  rules 
in  regard  to  deliveries,  agents,  magazines,  etc' 

With  the  conclusion  of  the  Fundamental  Agreement 
of  1889,  the  first  period  of  the  history  of  the  powder 
combination  closes.  It  may  be  styled  the  period  of 
inception.  In  it  both  the  gunpowder  trade  and  the 
dynamite  trade  went  throu^  the  first  stage  of  com- 
bination. The  gunpowder  trade  in  this  period  has 
been  combined  effectively;  but  the  dynamite  trade 
(as  will  appear  presently)  was  not  fully  organized 
until  later.  The  full  consolidation  of  the  dynamite 
trade  belongs  in  the  second  period,  as  well  as  does 
the  story  of  the  establishment  of  closer  and  more 
harmonious  relations  among  the  members  of  the 
combination. 

Period  II 

The  passage  of  the  Sherman  Act  in  1890  was  ap- 
parently unknown  to  the  members  of  the  combination. 
This  was  perhaps  not  imnatural,  since  at  that  time, 
or  at  least  shortly  after,  the  associates  had  much 
more  vital  matters  to  attend  to.  These  related  chiefly 
to  the  suppression  of  competition.  Between  1890 
and  1894,  three  new  concerns  entered  the  field  of 

a  Testimoiky  of  R.  8.  Waddell,  Brief,  vol.  a.  p.  87. 
*  Op.  dt.  Fundamental  Acreament,  p.  108. 

>  Auzfliaiy  Acreament.  Gov't  Exhibit  No.  100,  Pat.  Rao.  Eachibita,  toI.  ii,  pp.  908« 
Oil. 
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powder  manufacture,  i.  6.,  Chattanooga  Powder  Com- 
pany in  1890,  Phoenix  Powder  Manufacturing  Company 
in  1891,  and  the  Southern  Powder  Company  in  1894.* 
The  Chattanooga  Company  had  scarcely  begun  busi- 
ness before  war  against  it  was  commenced  by  the 
combination.  Mr.  F.  J.  Waddell  was  instructed  by 
Eugene  du  Pont  "  to  put  the  Chattanooga  Powder 
Company  out  of  business  by  selling  at  lower  prices."  * 
Acting  under  these  orders  that  gentleman  went  into 
southern  territory  where  he  sold  powder  at  cost,  or 
below  in  some  cases.  By  paying  the  railroad  agent 
at  Ooltewah,  Tennessee,  from  $15  to  $18  per  month, 
Waddell  was  fiumished  with  a  weekly  statement  of 
the  powder  shipments  made  by  the  Chattanooga 
Company  together  with  the  name  of  the  consignee, 
the  number  of  kegs,  and  the  destination;'  a  method 
of  competition  that  reminds  one  strongly  of  the  methods 
of  espionage  employed  by  the  Standard  Oil  Company 
upon  various  occasions.  Finally  in  the  latter  part 
of  1895  the  Chattanooga  concern  sold  out.*  Scarcely 
less  vicious  in  character  was  the  campaign  waged 
against  the  Phoenix  and  the  Southern  Companies, 
both  of  which  capitulated  to  the  superior  strength  of 
the    combination,*    and    passed    imder    its    control.' 

>  Cf.  Amended  Petition,  FleadiocB,  pp.  37-39.  Besidee  theee  oonoernB  the  Equitable 
Powder  Company  was  organiied  in  1892.  At  the  time  of  its  orcanisation  du  Pont  de 
Nemours  acquired  41  per  cent  of  its  capital  stock. 

*  Testimony  of  F.  J.  WaddeU.    Brief,  vol.  2.  p.  60. 

*  Ibid.,  p.  60  ff. 

4  Laflin  and  Rand  and  the  du  Pont  de  Nemours  Company  acquired  56.41  per  cent 
of  its  stock.    Cf.  Amended  Pet.  Pleadincs.  pp.  40-41. 

s  Cf.  Teiitimony  of  F.  J.  WaddeU.  Brief,  vol.  2.  pp.  67-76. 

*  Laflin  and  Rand,  du  Pont  de  Nemours,  and  the  Hasard  Company  acquired  all  or  a 
▼ery  laise  portion  of  the  stock  of  the  Southern  Powder  Company  and  later  dismantled 
its  mills.  Cf .  Amended  Pet. .  Pleadincs.  p.  40.  Laflm  and  Rand  and  the  Hasard  Com- 
pany tosether  with  the  American  Powder  BiiUs  and  the  Miami  and  Austin  Companies 
acquired  the  capital  stock  of  the  Phoenix  Powder  Mfg.  Co.  Cf.  GcT*t  Exhibit  Na  136, 
Pet.  Ree.  Exhibits,  vol.  iii.  p.  1604;  also  answen  of  various  companies  in  Pleadinci,  pp. 
192,  244.  and  426. 
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About  July  1,  1896,  the  combination  held  a  "  round 
up "  as  one  somewhat  facetious  witness  styled  it. 
To  put  it  in  other  words,  the  outsiders  were  whipped.^ 

Prior  to  the  close  of  this  competitive  struggle,  on 
May  8,  1895,  the  combination  at  its  quarterly  meeting 
appointed  a  committee  to  formulate  a  revision  of  the 
Fundamental  Agreement.  This  action  was  occasioned 
by  the  notification  of  the  president  of  the  King  Powder 
Company  *  that  the  stockholders  did  not  wish  to  renew 
their  arrangements  with  the  combination.'  The  terms 
of  the  Revised  Agreement  were  substantially  identical 
with  those  of  the  older  Fimdamental  Agreement, 
merely  eliminating  one  or  two  sections  including  the 
article  in  regard  to  compensation  for  injuries  suffered 
through  overt  acts  of  the  Board  of  Trade  *  and  con- 
tinuing the  great  majority  of  the  rules  embodied  in 
the  early  docmnent.* 

In  1896  the  acquisition  of  the  new  companies,  the 
Chattanooga,  Phoenix,  and  Southern,  gave  rise  to  a 
new    agreement    known    as    the    "  Understanding."  • 

1  Testimony  of  F.  J.  WaddeU,  Brief,  vol.  2,  p.  73. 

s  Fonneriy  King's  Great  Western  Powder  Company.  The  name  was  changed  in 
1878. 

*  Minutes  of  Manufacturers  Meeting,  Gov't  Exhibit  No.  104,  Pet.  Rec.  Exhibits, 
vol.  ii,  p.  953. 

«  Supra,  p.  454,  note  3. 

*  Revised  Agreement,  Gov't  Exhibit  No.  106,  Pet.  Reo.  Exhibits,  vol.  ii,  pp.  958-061. 

*  Fundamental  Agreement  of  1896,  Gov't  Exhibit  No.  Ill,  Pet.  Reo.  Exhibits, 
vol.  ii,  pp.  973-989.  This  Agreement  is  called  "  the  pool  agreement "  in  the  Amended 
Petition.  In  the  Amended  Petition  an  agreement  of  1891  is  referred  to  known  as  the 
President's  Agreement.  This  provided  for  a  Board  of  Trade  composed  of  a  representar 
tive  from  each  of  the  concerns  in  the  combination.  No  mention  is  made  of  this,  however, 
in  the  Brief  for  the  United  States,  which  document  does  show,  however,  that  in  1893  a 
Board  of  Trade  of  only  Ave  members  was  in  operation.  (Brief  for  the  United  States, 
vol.  2,  p.  64.)  Therefore,  if  such  a  representative  board  was  provided  for  in  1891,  it 
must  have  gone  out  of  existence  very  shortly.  Moreover,  the  index  to  the  Brief  gives 
the  heading  of  President's  Agreement  referring  to  vol.  ii,  p.  53,  of  that  document  where 
the  only  agreement  mentioned  is  the  "  Revised  Agreement "  of  1895.  The  Amended 
Petition  does  not  speak  of  any  agreement  of  1895.  Knowledge  kA  the  President's 
Agreement  is  specifically  denied  by  the  Kmg  Powder  Company,  and  Laflin  and  Rand 
in  the  answers  of  these  defendants  to  the  suit  of  the  United  States.  Cf .  Pleadings,  pp. 
238-239  and  416. 
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This  document  practically  continued  the  Fundamental 
Agreement  of  1889.  There  was  to  be  but  one  copy 
of  the  Understanding,  which  was  to  have  no  title,  and 
this  single  copy  was  to  remain  in  the  custody  of  the 
Advisory  Committee.  A  syllabus  or  abstract  of  the 
document  was,  however,  to  be  prepared  and  given  to 
each  member  of  the  combination.^  Letters  of  the 
alphabet  were  used  to  designate  the  various  parties 
to  the  agreement.  A  key  ^  was  also  adopted  indicating 
the  parties  represented  by  the  alphabetical  designation. 
A  comparison  of  the  abstract  of  the  Understanding 
with  the  Fundamental  Agreement  reveals  but  slight 
differences  in  the  purport  of  the  two  documents. 
Sales  in  the  sixth  and  seventh  districts,  t.  e.,  the  Pacific 
Slope  District,  and  the  Neutral  Belt,  were  to  be  reg- 
ulated by  the  agreements  of  1886,'  and  the  Advisory 
Committee  (instead  of  the  Board  of  Trade)  of  five 
members  was  to  regulate  prices  and  other  matters  as 
before.^  Including  the  Schagticoke  Company,  the 
new  combination  embraced  seventeen  concerns  outside 
of  the  California  Powder  Works.* 

Almost  immediately  after  the  combination  of  1896 
was  formed,  prices  of  powder  were  advanced  by  the 
combination.*  Between  1896  and  1904,  the  period 
during  which  the  agreement  of  1896  was  operative,^ 
rights  were  given  to  some  of  the  members  of  the  com- 

1  Minutes,  GovH  Exhibit  No.  110,  Pet.  Reo.  Exhibits,  vol.  ii,  p.  971. 
T  For  a  copy  of  this  *'  Key  "  of.  Pet.  Rec.  Exhibits,  vol.  ii,  p.  08»-M0. 

*  Supra,  p.  463,  note  2. 

«  Cf.  Agreement  of  1896,  Gov't  Exhibit  No.  Ill,  Pet.  Reo.  Exhibits,  vol.  ii.  p.  97»- 
989,  or  Abstract  (of  the  same).  Gov't  Exhibit  No.  113,  ibid.,  p.  992-996. 

*  To  the  original  twelve  companies  were  added  the  Chattanooga  and  Southern 
Powder  Companies,  the  Phoenix  and  Equitable  Powder  Mfg.  Companies  and  the 
Schagtiooke  Company.  The  last  two,  it  will  be  recalled,  were  strongly  affiliated  with 
the  du  Pont  and  Laflin  and  Rand  Companies. 

Testimony  of  Jonathan  A.  Haskell.  Def.  Rec.  Testimony,  vol.  ii.  p.  1117. 

'  Answer  of  LaHin  and  Rand,  Flsadlngs.  pp.  247-248. 
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bination  to  contract  with  certain  particular  customers, 
at  specified  prices  set  by  the  Association,  below  the 
regular  schedule  prices.  The  awarding  of  these  con- 
tracts was  in  the  hands  of  the  Advisory  Committee, 
under  certain  regulations  adopted  by  the  parties  to 
the  combination.^ 

It  will  be  recalled  that  immediately  after  the  adoption 
of  the  Fundamental  Agreement  of  1889  the  prices  of 
powder  were  raised  and  that  in  the  early  nineties  the 
Association  was  obliged  to  meet  severe  competition 
on  the  part  of  outsiders.  Now  the  rise  in  prices  that 
followed  the  agreement  of  1896  was  accompanied  by 
exactly  the  same  phenomena.  Between  1896  and 
1902  four  new  independents  were  organized  outside 
of  the  combination;  the  Birmingham,  Indiana,  North- 
western, and  Fairmount  Powder  Companies.  In  the 
case  of  the  Birmingham  Company  the  combination 
secured  the  freight  rates  out  of  Birmingham  on  all 
the  railroads,  and  set  a  price  on  powder  of  70  cents 
per  keg,  f .  o.  b.  Birmingham,  and  then  added  the 
freight  from  there  to  points  that  ought  to  be  reached 
so  that  powder  would  not  net  more  than  70  cents  a 
keg  at  Birmingham,*  and  awaited  results.  As  the 
relator  of  this  method  of  arrangement  laconically 
remarked:  "  It  was,  perhaps,  a  year  imtil  they  died."  • 

The  Indiana  Powder  Company  was  a  somewhat 
different  form  of  company  than  the  ordinary.  It 
was  promoted,  if  that  term  be  allowed,  by  a  George  L. 
Rood,  formerly  a  salesman  in  the  employment  of  the 
Hazard  Powder  Company,*  who  induced  several 
mine  owners  and  operators  of  West  Virginia,  Ohio, 

*  MinutM.  Gov't  Exhibit  No.  ll»-i.  Pet.  Reo.  Ezliibito.  vol.  u,  pp.  1071-1072. 
>  Testimony  of  F.  J.  Waddell.  Brief,  vol.  2,  pp.  129-130. 

«  Ibid.,  p.  130. 

*  Testimony  of  George  L.  Rood,  Def.  Reo.  Testimony,  vol.  i,  pp.  420-^423. 
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Kentucky,  and  Indiana  to  go  in  with  him  and  organize 
the  company.  The  mine  owners  and  operators  were 
in  the  habit  of  selling  powder  to  their  miners,  and, 
being  interested  in  the  new  concern,  would  buy  their 
powder  from  it.  The  work  of  construction  upon  the 
mills  just  outside  of  Terre  Haute  had  not  much  more 
than  begun  before  F.  J.  Waddell  and  Mr.  Colvin  of 
the  Hazard  Powder  Company  appeared  upon  the  scene 
of  action.  Their  object  was  to  determine  if  some 
agreement  could  not  be  arrived  at  between  the  Hazard 
Company  and  the  new  concern.  The  proposition 
offered  was  that  the  Indiana  Company  increase  their 
capital  stock  and  sell  the  Hazard  Company  51  per 
cent  of  it  at  par.*  The  offer  was,  however,  refused; 
Rood  completed  his  works  and  began  to  get  out  his 
powder. 

In  the  meantime  Eugene  du  Pont  and  Mr.  F.  W. 
Olin  (the  latter  of  the  Equitable)  had  been  appointed 
a  committee  to  attend  to  the  Indiana's  competition. 
The  Great  Northern  Supply  Company  was  organized 
by  the  combination  and  b^an  business  in  the  vicinity 
of  Terre  Haute,  as  near  as  possible  to  the  mines  of  the 
coal  operators  who  were  stockholders  in  the  Indiana 
Powder  Company.  The  Supply  Company  put  out 
a  line  of  wagons  retailing  powder  at  $1.25  per  keg, 
while  the  price  agreed  upon  by  the  miners  and  operators 
was  $1.75  per  keg.  The  Great  Northern  Supply 
Company  obtained  its  powder  from  the  overlying 
companies,  chiefly  from  Laflin  and  Rand,  the  Hazard, 
du  Pont  de  Nemours,  and  American.*  The  contest 
lasted  from  about  1899  to  the  latter  part  of  1901  or 

1  Testimony  of  F.  J.  Waddell,  Brief,  vol.  2.  p.  137  and  of  George  L.  Rood,  Def .  Rec. 
Testimony,  vol.  i,  pp.  425-427. 

>  Testimony  of  H.  M.  Ba^sdale,  Def.  Reo.  Testimony,  vol.  ii.  pp.  663-666  and  F.  J. 
Waddell,  Brief,  vol.  2,  pp.  188-140;  George  L.  Rood,  Def.  Reo.  Testimony,  vol.  i,  pp. 
428-420. 
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early  1902.  Rood  finally  made  a  proposition  to  the 
combination  and  it  was  accepted.  A  majority  of  the 
Indiana's  stock  was  sold  out  to  Laflin  and  Rand  and 
E.  I.  du  Pont  de  Nemours  and  Company  at  a  rate  of 
five  in  cash  to  one  in  stock.  Rood  at  the  same  time 
agreed  not  to  embark  in  the  powder  business  for  a 
period  of  twenty  years.* 

The  North  Western  Powder  Ck)mpany  had  been 
subjected  to  the  same  competition  as  the  Indiana 
through  the  fact  that  it  was  located  only  about  thirty- 
five  miles  from  the  Indiana  Company's  plant,'  and 
was  operating  in  practically  the  same  manner  as  the 
latter  concern.'  Rood  also  arranged  for  the  sale  of  the 
stock  of  this  concern  to  certain  members  of  the  com- 
bination,^ at  about  the  same  time  as  he  disposed  of 
the  Indiana  Powder  Company.  The  fourth  company 
of  those  entering  upon  the  manufacture  of  powder 
between  1896  and  1902,  the  Fairmount  Company, 
was  a  small  concern  in  West  Virgmia  and  sold  out  very 
quickly.'  As  to  the  Great  Northern  Supply  Company, 
that  concern  was  liquidated  and  made  an  assignment 
for  the  benefit  of  its  creditors,  the  principal  ones  being 
E.  I.  du  Pont  de  Nemours  and  Company,  and  Laflin 
and  Rand.* 

The  control  and  power  of  the  powder  combination 
was  further  strengthened  between  1896  and  1902  by  a 
series  of  agreements  entered  into  with  various  in- 
dividuals and  concerns.  An  agreement  with  A.  S. 
Speece  and  Company  provided  that  in  consideration 

>  Testimony  of  George  L.  Rood,  Def.  R«o.  Testimony.  toI.  i,  pp.  430-431,  438. 

*  Op.  oit.  Def.  Rec.  Testimony,  vol.  i,  p.  431. 

*  Brief,  vol.  ii.  p.  152. 

*  Ibid.,  note  1,  above. 

*  A  mftiority  of  the  stock  of  the  Fainnount  Ck>mpany  was  purchased  by  the  du  Pont 
interests.    Cf .  Answer  of  the  Fairmomit  Powder  Company,  Pleadings,  p.  326. 

*  Testimony  of  H.  M.  Barksdale,  Def.  Reo.  Testimony,  vol.  ii,  p.  666. 
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of  $800  per  anntun  they  and  their  representative, 
D.  M.  Kirk,  would  engage  to  keep  out  of  the  powder 
business.  An  agreement  of  like  nature  was  concluded 
on  May  15,  1896,  with  F.  L.  Kellogg.  Some  sort  of  a 
compact  was  also  entered  into  between  the  Belmont 
Powder  Works,  party  of  the  first  part,  and  E.  I.  du 
Pont  de  Nemours  and  Laflin  and  Rand,  party  of  the 
second  part;  while  A.  S.  Eirk  and  Company  had 
agreements,  the  precise  character  of  which  is  not 
revealed  by  the  documents.^  Further,  on  January 
29,  1901,  a  contract  was  made  whereby  the  King 
Powder  Company  agreed  to  sell  its  entire  output  of 
powder,  except  such  as  might  be  required  by  the 
Peters  Cartridge  Company  with  which  it  was  intimately 
associated,  to  E.  I.  du  Pont  de  Nemours  and  Company, 
and  Laflin  and  Rand  for  a  period  of  twenty-five  years 
from  the  first  day  of  April,  1901.*  With  the  pm-chase 
of  the  majority  or  entire  control  of  the  fom*  powder 
companies  that  had  entered  the  field  between  1896 
and  1902,  the  Birmingham,  Indiana,  Fairmoimt,  and 
Northwestern,  and  the  completion  of  the  agreements 
just  mentioned,  competition  in  the  manufacture  of 
blasting  and  sporting  powders  seems  to  have  been 
nearly  eliminated  throughout  the  United  States  except 
in  the  state  of  Pennsylvania.' 

It  now  becomes  necessary  to  go  back  somewhat  in 
order  to  examine  the  process  by  which  the  Powder 
Trust  secured  control  of  the  djmamite  trade.  Dyna- 
mite, a  high  explosive,  was  first  manufactm-ed  on  the 

>  Brief,  Tol.  8,  pp.  155-168. 

*  Teetimony  of  Genhon  M.  Peten,  Def .  Reo.  Tertimooy,  vol.  ii,  pp.  709-710.  Of. 
also  Gov't  Exhibit  No.  888,  Pet.  Reo.  Exhibita,  vol.  v.  pp.  2398-2808. 

s  Thia  ia  the  aUegatioa  of  the  Govenunent  in  its  Brief  where  it  is  sUted  that  the 
same  ia  admitted  by  the  anwer  of  E.  I.  du  Pont  de  Nemours  in  tiie  Fleadinss,  Of.  Brief, 
vol.  2,  p.  161  and  Fleadincs,  pp.  148-151.  The  writer  feels  that  the  admission  in  the 
terms  in  whieh  it  is  oouohed  is  so  qualified  as  to  preclude  its  being  repoded  as  an  absolute 
affirmation  of  the  charge. 
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PacijGc  Coast  about  the  year  1869.  It  was  used  to  a 
considerable  extent  in  the  western  states  as  a  substitute 
for  blasting  powder  before  it  made  much  progress 
in  the  East.^  Before  long,  however,  it  became  evident 
that  dynamite  was  a  strong  competitor  of  blasting 
powder.  It  became  not  merely  desirable  but  abso- 
lutely necessary  that  the  powder  combination  should 
control  it,  blasting  powder  being  one  of  its  principal 
articles  of  manufacture. 

About  1879  or  1880  the  Repaimo  Chemical  Company 
had  been  formed  by  the  du  Pont  and  Laflin  and  Rand 
interests  for  the  purpose  of  manufacturing  dynamite. 
At  that  time  there  were  in  the  United  States  several 
concerns  engaged  in  the  manufacture  of  that  explosive. 
On  the  Pacific  Coast  were  the  Califomia  Powder 
Works  and  the  Giant  Powder  Company;  in  the  East 
were  the  Aetna  Powder  Company  and  the  Lake  Sup- 
perior  Powder  Company,  while  a  branch  of  the  Cali- 
fomia Powder  Works  was  also  operating  in  that  section. 
A  branch  of  the  Giant  Powder  Company,  known  as 
the  Atlantic  Dynamite  Company,  was  doing  business 
in  the  state  of  New  Jersey.  At  the  time  of  the  organi- 
zation of  the  Repaimo  Chemical  Company  another 
concern,  the  Hercules  Powder  Company,  was  also 
organized  by  the  same  interests,  for  the  purpose  of 
acquiring  the  eastern  plant  of  the  Califomia  Powder 
Works.  Coincidently  the  same  parties  also  purchased 
one-third  of  the  stock  of  the  Giant  Powder  Company's 
subsidiary,  the  Atlantic  Dynamite  Company.* 

Up  to  1895  the  stockholders  of  the  three  last  men- 
tioned concems  remained  practically  the  same,  that 
is  to  say,  the  du  Pont  and  Laflin  and  Rand  interests 
controlled  both  the  Hercules  Powder  Company  and  the 

1  Brief,  vol.  2,  p.  166. 

>  Testimony  of  H.  M.  Barkadale,  Def.  Rec.  Testimony,  vol.  ii,  pp.  898-601. 
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Repauno  Chemicai  Company,  holding  at  the  same 
time  a  one-third  interest  in  the  Atlantic  Dyiiamite 
Company.  It  so  happened  that  the  business  of  the 
Atlantic  Company  in  the  East  was  conducted  by  two 
agents,  between  whom,  from  time  to  time,  a  considerable 
amount  of  friction  arose.  At  length  the  California 
owners  foimd  themselves  in  a  position  where  they 
must  dismiss  one  of  these  men  and  continue  the  other, 
or  else  secure  some  one  else  to  manage  their  business 
for  them  in  the  East.^  The  upshot  of  this  situation 
was  the  organization  of  the  Eastern  Dynamite  Company 
under  New  Jersey  laws  with  an  authorized  capital 
stock  of  $2,000,000.  Of  this  $1,400,000  >  was  issued 
in  exchange  for  the  capital  stocks  of  the  Repauno 
Chemical  Company  and  Hercules  Powder  Company. 
The  remaining  $600,000'  was  exchanged  for  the 
assets  of  the  Atlantic  Dynamite  Company.  Now  as 
du  Pont  de  Nemours  and  Company  and  Laflin  and 
Rand  had  owned  together  nine-twelfths  of  the  stocks 
of  the  Repauno  and  Hercules  Companies,  they  received 
nine-twelfths  of  the  stock  of  the  Eastern  Dynamite 
Company  in  exchange  therefor,  or  nine-twdfths  of 
$1,400,000,  which  gave  them  $1,050,000  of  stock  out 
of  a  total  capitalization  of  $2,000,000  and  therefore 
control*  After  the  transfer  of  the  property  of  the 
Atlantic  Dynamite  Company  to  the  Eastern  Dynamite 
Company  the  directors  of  the  latter  concern  caused 
to  be  incorporated  in  New  Jersey  the  Atlantic  Djrna- 

>  Op.  dt.  Def.  Reo.  Tettimony,  vol.  ii,  p.  617. 

*  Reaoluttona  of  Directors  of  the  Eaotem  Dynamite  Company.  Gov't  Exhibit  No. 
150.  Fbt.  Rec.  Exhibits,  vol.  iv.  p.  1761-1702. 

*  Ibid.,  Exhibit  No.  149.  p.  1760. 

«  Laflin  and  Rand  and  the  du  Pont  Company  received  also  t200,000  additional 
stock  as  their  share  of  the  Atlantic  Dynamite  deal.  The  holdings  of  both,  including 
that  of  the  du  Font's  through  the  Hasard,  which  they  owned  outright,  were  in  the  year 
1902,  $1,206,000. 
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mite  Company  and  caused  the  Eastern  Djniamite 
Company  to  subscribe  for  the  entire  issue  of  its  stock 
amounting  to  5500  shares.^  This  process  left  the 
Eastern  Dynamite  Company  a  mere  holding  corpora- 
tion. 

As  a  whole  the  dynamite  trade  was  combined  and 
consolidated  with  great  rapidity.  In  1895  the  Eastern 
Dynamite  Company  entered  into  an  agreement  with 
the  Aetna  Powder  Company  known  as  the  "  Memo- 
randum of  Understanding/'  the  object  of  which  was 
to  secure  the  apportionment  of  the  dynamite  trade 
between  those  two  companies  and  the  companies 
controlled  by  them.  The  two  parties  to  the  combina- 
tion were  to  divide  business  between  themselves  upon 
a  basis  of  the  proportion  of  total  trade  enjoyed  by  each 
for  the  year  ending  June  30,  1895.  If  the  Aetna 
over-sold  its  quota  it  was  to  pay  Jonathan  A.  Haskell, 
representing  the  Eastern  Dynamite  Company,  a 
penalty  of  two  cents  per  pound  on  such  over-sales. 
On  the  other  hand,  if  Hie  Aetna  had  not  sold  its  pro- 
portion of  the  total  trade  it  was  to  be  reimbursed  at 
the  rate  of  two  cents  per  poimd  by  Haskell.  A ''  Stand- 
ing Committee''  of  five  members  with  the  same 
function  as  the  Board  of  Trade  of  the  powder  combina- 
tion was  established.  This  committee  was  to  meet 
monthly  on,  or  as  near  as  possible  to,  the  date  of 
meeting  of  the  Board  of  Trade  of  the  Gunpowder 
Association.  Neither  party  of  the  two  parties  to  the 
agreement  was  to  interfere  with  the  business  of  the 
other.  If  one  took  trade  from  the  other  by  reducing 
prices,  he  was  heavily  penalized  upon  a  demonstration 
of  that  fact.  Trade  diverted  to  an  outside  competitor 
was  to  be  considered  as  belonging  to  an  associate  for 
at  least  six  months  and  for  three  more  if  requested. 

i  Brief.  toI.  2,  p.  167. 
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If  either  company  purchased  any  other  high  explosive 
company,  it  was  entitled  thereby,  the  other  party 
not  participating  in  the  transaction,  to  sell  a  propor- 
tionally larger  percentage  of  the  total  trade.^  The 
advantage  of  this  last  arrangement  was  clearly  with 
the  Eastern  Dynamite  Company.  Between  the  middle 
of  1896  and  the  middle  of  1899  that  holdii^  company 
acquired  the  New  York  Powder  Company,  the  United 
States  Dynamite  Company,  Clinton  Dynamite  Com- 
pany, Mt.  Wolf  Dynamite  Company,  American  Forcite 
Powder  Manufactiuing  Company,  and  several  other 
concerns.* 

At  one  time  in  its  history  the  American  Tobacco 
Company  started  to  invade  the  territory  across  the 
water.  In  the  case  of  the  powder  trust  the  reverse 
occiured.  In  1897  foreign  manufactiu^rs  of  gun- 
powder, detonators,  and  high  explosives  began  the 
erection  of  factories  at  Jamesburg,  New  Jersey.  Rep- 
resentatives of  the  American  combination,  therefore, 
shortly  crossed  the  water  and  opened  negotiations 
with  the  foreign  manufacturers  who  had  begun  the 
invasion.  The  result  was  that  a  satisfactory  agreement 
was  arrived  at  which  has  been  known  under  various 
titles  as  the  Jamesbm-g  Agreement,  the  London  Agree- 
ment, the  International  Agreement,  and  the  European 
Agreement.*  This  agreement  is  so  typical  an  example 
of    full-fledged    international    combination    that    its 

1  Memonndtiin  of  Undentanding,  Gov't  Exhibit  No.  236,  Pet.  Reo.  Exhibits,  voll 
iv,  1091-1996.  A  sapplementary  agreement  was  entered  into  explanatory  of  this  origina. 
"  Memorandum  of  Understanding,"  showing,  among  other  things,  the  exact  peroen- 
tages  allotted  to  each  party.  Cf .  Supplementary  Explanation  of  Original  Agreement. 
Gov't  Exhibit  No.  247,  Pet.  Reo.  Exhibits,  vol.  iv,  pp.  2016-2019. 

I  A  list  of  these  companies  is  given  in  the  supplementary  explanation  of  the  original 
agreement  between  the  Aetna  and  Eastern  Companies.  Gov't  Exhibit  No.  247,  Pet. 
Beo.  Exhibits,  vol.  iv,  pp.  2016-2019. 

*  Brief,  vol.  2.  pp.  174-176.  It  is  to  be  noted  that  the  Judson  Dynamite  and  Powder 
Company,  and  the  Giant  Powder  Company  Consolidated  had  not  been  before  parties 
to  the  agreements  of  the  Powder  Combination  but  were  brought  into  it  in  the  European 
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principal  provisions  deserve  detailed  statement.    They 
were:  — 

1.  In  regard  to  detonators  the  "  European  Factories  "  ^  agreed 
to  abstain  from  erecting  works  in  the  United  States,  and  to  abandon 
the  project  begun  at  Jamesburg.  The  expenses  so  far  incurred 
in  the  construction  of  this  plant  were  to  be  shouldered  by  the 
"  American  Factories  "  *  which  also  agreed  to  take  of  the  "  Euro- 
pean Factories  "  five  million  detonators  per  year.' 

2.  As  to  black  powder  both  parties  boimd  themselves  to  erect 
no  factories,  the  Americans  in  Europe,  the  Europeans  in  the  United 
States.  Each,  however,  was  free  to  ship  into  the  territory  of  the 
other.* 

3.  The  arrangements  in  regard  to  smokeless  sporting  powder 
were  the  same  as  in  regard  to  black  powder.* 

4.  Smokeless  military  powder  factories  were  not  to  be  erected 
by  the  Americans  in  Europe  or  the  Europeans  in  America.  It 
was  agreed  that  European  factories  upon  receipt  of  an  inquiry 
from  the  Government  of  the  United  States  in  regard  to  explosives, 
should  first  ascertain  the  price  quoted  or  fixed  by  the  American 
factories  and  were  then  bound  to  neither  quote  nor  sell  below  that 
figure.  Reciprocally  the  American  factories  on  receiving  an 
inquiry  from  governments  other  than  their  own,  should,  in  like 
manner,  obtain  the  price  the  European  factories  were  quoting  or 
had  fixed  and  were  bound  not  to  quote  or  sell  below  it.* 

5.  For  the  sale  of  high  explosives  the  world  was  divided  into 
four  districts.  All  of  the  United  States,  its  territories  and  posses- 
sions, present  and  future,  Mexico,  Guatemala,  Honduras,  Nicaragua, 
and  Costa  Rica,  Columbia,  and  Venezuela  were  to  be  exclusively 
American  territory.  All  other  countries  in  South  America  and  the 
islands  of  the  Caribbean  Sea,  not  Spanish  possessions,  were  to  be 
common  territory  and  designated  as  ''syndicated  territory." 
The  Dominion  of  Canada  and  the  Spanish  possessions  in  the  Carib- 
bean were  to  be  a  free  market  imaff ected  by  the  terms  of  the  agree- 
ment. The  rest  of  the  world  was  to  be  exclusively  the  territory 
of  the  European  factories. 

*■  These  oompaniee  were  Vereinigte  Koln  Rottweiler  Pulyer  Fabriken  of  Cologne  and 
the  Nobel-Dynamite  Tnist  Company  (Ltd.)  of  London. 

*  Du  Pont  de  Nemoon  and  Company,  Laflin  and  Rand,  Eastern  Dynamite,  Miami 
Powder  Co.,  American  Powder  Mills,  Aetna  and  Austin  Powder  Cos.,  Cal.  Powder 
Works,  Qiant  Powder  Co.,  Consolidated,  Judson  Dynamite  A  Powder  Co. 

a  European  Agreement,  Gov't  Eihibit  No.  119,  Pet.  Reo.  Exhibits,  vol.  ii,  pp. 
1124-1125. 

«  Ibid.,  p.  1125.  »  Ibid.,  p.  1125. 

•  Ibid.,  pp.  1125-1126. 
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6.  A  chairman  and  vice-chairman  were  to  be  appointed  by 
each  party  to  the  agreement.  The  chairmen  or  in  their  absence 
the  vice-chairmen  were  to  establish  the  rules  for  the  accomplish- 
ment of  the  terms  of  the  syndicate  arrangement,  (a)  They  were 
to  agree,  from  time  to  time,  upon  a  basis  price  for  each  market  in 
syndicated  territory,  said  basis  to  include  the  cost  of  manufacturing, 
freight,  insurance,  etc.  (6)  They  were  also  to  establish  a  selling 
price  for  each  market  to  be  regarded  as  a  convention  price  below 
which  no  sales  were  to  be  efifected.  The  difference  between  the 
selling  and  the  basis  prices  was  to  be  syndicate  profit  to  be  divided 
equally.^ 

7.  A  common  syndicate  fund  of  S50,000  was  to  be  established 
by  a  payment  of  SI. 00  per  case  upon  certain  grades  of  explosives 
shipped  into  syndicated  territory.  When  the  sum  of  these  assess- 
ments reached  that  figure  the  payments  were  to  be  reduced  to 
50  cents  per  case  and  from  the  fund  thus  established  fines  not 
recoverable  from  the  parties  were  to  be  deducted.  It  was  per- 
mitted that  the  chairman  should  utilize  two-thirds  of  this  common 
fimd  for  the  purpose  of  protecting  the  common  interest  against 
outside  competition.* 

8.  Chairmen  were  to  adjudicate  all  breaches  of  the  agreement. 
On  f solium  to  agree  they  were  to  appoint  an  umpire,  who  was  to 
be  a  European  or  an  American  according  as  the  complaint  was 
brought  by  the  American  or  European  factories.* 

9.  Fines:  (a)  for  trading  in  the  territory  of  the  other,  the 
penalty  was  the  invoice  value  of  the  goods;  (6)  for  cutting  prices 
in  syndicated  territory,  no  limit  was  placed  upon  the  amount 
of  the  fine;  (c)  for  erecting  a  factory  in  the  excludve  territory 
of  the  other,  liie  penalty  should  not  be  less  than  £10,000.^ 

10.  The  agreement  was  to  go  into  effect  on  July  15,  1897,  for  a 
period  of  ten  years.  In  the  absence  of  six  months'  notice  it  was 
to  continue  thereafter  from  year  to  year.* 

The  "  European  Agreement "  was  very  shortly 
followed  by  the  "  Mexican  Agreement."  On  October 
1,  1898,  tihe  Calif omia  Powder  Works,  the  Judson 
Dynamite  and  Powder  Company,  and  the  Giant 
Powder  Company,  Consolidated,  known  as  the  "  West- 
em  Companies,"  entered  into  a  compact  with  the 
Eastern  Dynamite  Company  and  the  Aetna  Powder 

>  n>id..  pp.  1127-1128.  «  n>id..  p.  1129. 
s  Ibid.,  p.  1128.  >  n>ld.,  p.  1130. 

>  n>i<L,  pp.  1128-1129,  1180-1131. 


Digitized  by  VjOOQ  IC 


468  QUARTERLY  JOURNAL  OF  ECONOMICS 

Company,  known  as  the  "  Eastern  Companies,"  in 
regard  to  the  Mexican  trade.^  A  price  schedule 
was  prepared  by  the  parties  with  which  they  agreed 
to  comply  during  its  continuance.*  A  "Board  of 
Representatives "  of  two  members  was  established 
for  the  Mexican  business,  one  member  to  be  appointed 
by  the  Eastern  and  one  by  the  Western  companies. 
These  were  given  power  to  investigate  complaints 
and  impose  penalties.  If  unable  to  adjust  the  matter 
satisfactorily,  the  representatives  were  to  appoint 
two  disinterested  parties  as  arbitrators  who  should 
in  turn  appoint  a  third,  if  a  decision  was  necessary, 
to  constitute  a  Board  of  Arbitrators.  Their  decision 
was  to  be  final.'  The  agreement  was  to  continue 
in  force  imtil  December  31,  1899,  and  from  year  to 
year  thereafter  except  upon  notice  of  three  months.* 
As  a  matter  of  actual  fact,  parties  continued  to  carry 
out  the  terms  of  the  agreement  down  to  1905.* 

The  force  of  the  Mexican  Agreement  was  consider- 
ably strengthened  by  the  arrangement  of  October  11, 
1898,  between  the  Eastern  Dynamite  Company  and 
the  Hancock  Chemical  Company,  whereby  the  latter 
agreed  to  turn  over  its  entire  output  —  except  an 
amount  sufficient  to  supply  the  needs  of  certain  specified 
mining  companies,  —  in  consideration  of  $18,000  a  year, 
for  the  privilege  given  of  acting  as  their  exclusive 
sales  agent,  and  a  price  for  their  powder  of  15  per  cent 
over  and  above  the  cost  of  manufacture  and  delivery. 
The  agreement  was  to  go  into  force  in  Novembw, 
1898,  for  five  years,  and  as  usual  the  "  year  to  year 

>  Mexican  Agreement,  Gov't  Exhibit  No.  268.  Pet.  R«o.  Exhibits,  vol.  iv.  p.  2061,  «F. 
«  Ibid.,  pp.  2084-2085. 

>  Ibid.,  p.  2087. 
«  Ibid.,  p.  2097. 

•  Brief,  vol.  2.  p.  102. 
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thereafter"  clause  was  attached.^  By  a  subsequent 
agreement  the  Lake  Superior  Powder  Company  and 
the  Aetna  Powder  Company  agreed  to  assimie  the 
obUgations  of  this  contract,  the  Eastern  Dynamite 
Company  failing  performance.*  A  second  supple- 
mentary agreement  between  the  Eastern  Dynamite 
Company  and  the  Aetna  and  the  Lake  Superior  Powder 
Companies  provided  that  the  two  latter  should  bear 
a  portion  of  the  expense  of  the  Eastern  Dynamite 
Company's  performance  of  its  contract  with  the 
Hancock  Chemical  Company  inasmuch  as  this  contract 
was  undertaken  for  the  benefit  of  all  the  parties.' 

The  second  period  then,  to  summarize,  saw  the 
complete  consolidation  of  the  dynamite  trade  of  the 
United  States  and  the  practical  elimination  of  com- 
petition in  that  field  as  well  as  in  the  manufacture  of 
gunpowder.  The  power  and  monopoly  of  the  com- 
bmation  had  been  e3ctended  by  numerous  agreements, 
among  which  the  European  and  Mexican  may  be 
mentioned  most  prominently* 

PlDRIOD  III 

Li  the  third  period  the  steadily  increasing  concentra- 
tion is  further  strengthened  by  the  adoption  of  a 
corporate  form  of  organization  which  placed  one 
huge  concern  at  the  head  of  the  greater  part  of  the 
explosives  business  of  the  United  States. 

Prior  to  the  year  1899,  E.  I.  du  Pont  de  Nemours 
and  Company  had  been  a  partnership,  but  in  that 
year  it  became  a  corporation  under  the  same  name. 

1  Hanoook  Asreemont,  Gov't  Exhibit  No.  905,  Pet.  Reo.  Exhibits,  vol.  iT,  pp.  2074- 
2078. 

*  Snpplamantuy  Haoioook  Agreement,  Gov't  Exhibit  No.  208,  Pet  Reo.  Exhibits, 
vol.  iv.  pp.  2078-2070. 

*  Seoond  Supplementary  Hanoook  Agreement,  Gov't  Exhibit  No.  267,  Pet.  Reo. 
Exhibits,  vol.  iv,  pp.  2070-2060. 
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In  1902)  Eugene  du  Pont,  who  had  been  the  active 
manager  of  the  partnership  and  later  of  the  corporation, 
died.  None  of  the  other  stockholders  were  willing 
to  assume  the  management  of  the  corporation  and 
as  a  result  Alfred  du  Pont  requested  the  cooperation 
of  Pierre  S.  and  Thomas  Coleman  du  Pont,  who  had 
not  previously  been  interested  in  the  business.  Sub- 
sequently there  was  incorporated  in  1902,  in  Delaware, 
by  Thomas,  Pierre,  and  Alfred  du  Pont,  a  corporation 
known  as  the  E.  I.  du  Pont  de  Nemours  Company 
(afterwards  E.  I.  du  Pont  de  Nemours  and  Company) 
for  the  purpose  of  purchasing  the  1899  corporation. 
The  company  had  a  capital  stock  of  $20,000,000  and 
issued  $11,997,000,  of  which  the  three  du  Ponts  got 
$8,940,000  as  promoters'  profits.^  Purchase  money 
notes  were  issued  to  the  amount  of  $12,000,000,  which 
together  with  the  balance  of  the  $11,997,000  stock 
were  exchanged  for  the  properties  of  the  old  corporation 
by  the  new  1902  Delaware  corporation.'  In  order  to 
make  this  company  a  purely  holding  corporation  there 
was  organized  the  E.  I.  du  Pont  de  Nemours  and  Com- 
pany of  Pennsylvania  and  the  E.  I.  du  Pont  Company.* 
To  these  two  concerns  the  1902  Delaware  corporation 
then  transferred  all  its  physical  properties  and  assets, 
retaining  merely  the  securities  of  these  two  constituent 
companies.^ 

Not  long  after  the  organization  of  the  Delaware 
corporation  (1902)  the  du  Ponts  discovered  that  the 
Laflin  and  Rand  Company  was  interested  in  sub- 

>  Thfey  wbMribed  in  eaafa  $8000,  and  in  leture  aeoured  the  oontral  of  tb»  oamiMajr 
for  wben  the  GoTemment  suit  wm  brou^t  in  1907,  only  a  little  over  $12,000,000  of 
etoflk  WM  otttitending. 

*  Brief  for  the  United  Stotes,  vol.  1,  pp.  6»-71.  Rewilutiont  of  Direoton.  Gov't 
Bihibit  No.  168,  Pet.  Bee.  Exhibits,  vol.  iv,  pp.  1703-1798.  Fleedin«^  Annver  of  H.  A. 
du  Pont,  p.  318. 

*  Brief,  vol.  1,  p.  7S. 

«  Tbe  oapiteUMtion  of  theee  oompMiiee  was  $80,000  and  $10,000  rMpeeavdy. 
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stantially  the  greater  paxt  of  the  same  concerns  as  they 
themselves  and  also  that  the  combmed  holdings  of 
the  du  Pont  and  Laflin  and  Rand  interests  were  suffi- 
cient to  give  control  to  these  two  concerns  of  the  most 
of  the  companies  in  which  they  both  held  stock.^  The 
du  Pont  company,  moreover,  owned  no  dynamite 
plant,  altho  it  was  a  minority  holder  in  the  Eastern 
Djmamite  Company,  the  Lake  Superior  Powder  Com- 
pany, and  the  Califomia  Powder  Works.  On  October 
1,  1902,  the  Delaware  corporation  had  minority 
holdings  in  fifteen  concerns,  a  majority  holding  in  a 
sixteenth,  a  fifty  per  cent  holding  in  a  seventeenth, 
and  owned  all  the  capital  stock  of  the  Hazard  Powder 
Company.  The  latter  company  in  turn  had  minority 
holdings  in  six  companies.  At  the  same  time  the 
Laflin  and  Rand  interests  possessed  minority  holdings 
in  thirteen  companies,  fifty  per  cent  holdings  in  two 
companies,  and  majority  holdings  in  two  companies.' 
Of  all  the  parties  to  the  powder  combination  on 
October  1,  1902,  only  seven  would  not  be  controlled 
by  the  1902  Delaware  corporation  if  it  could  secure 
control  of  Laflin  and  Rand.' 

The  men  at  the  head  of  Laflin  and  Rand  at  this 
time  were  all  elderly  and  the  du  Ponts  had  no  means 
of  knowing  what  tyi>es  of  men  might  step  in  to  take 
their  places.^  As  most  of  their  own  stocks  were 
worthless  for  purposes  of  control,  except  in  conjunction 
with  Laflin  and  Rand,  the  du  Ponts  finally  determined 
to  buy  out  that  concern.  Laflin  and  Rand,  however, 
at  first  demanded  $700  a  share  for  their  stock;  but  as 

1  Teatimooy  of  Pierre  S.  du  Pont,  Def.  Beo.  TeBtinumy.  vol.  i,  pp.  4»MQ0. 

<  Ibid.,  pp.  485-480  and  682-538. 

s  Brief,  VOL  2.  p.  242. 

«  Ibid.,  footnote  105,  pp.  400-401  and  testimony  of  J.  A.  HaakeU,  Def.  Bee. 
Tertimony,  vol.  ii,  pp.  1088-1084. 
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the  du  Fonts  did  not  feel  able  to  pay  so  large  a  sum 
in  cash,  matters  were  finally  compromised.  The 
entire  capital  of  the  Laflin  and  Rand  Company  was 
10,000  shares  of  which  certain  parties  held  a  majority 
block  of  5,524  shares.  Ten  of  the  parties  ^  who  held 
the  5,524  shares  also  held  950  shares  of  the  stock  of 
the  Moosic  Powder  Company.  The  same  ten  parties 
held  3,380  shares  of  the  majority  block  of  the  5,524 
shares  in  the  Laflin  and  Rand  Company  and  they 
refused  to  sell  the  same  unless  they  could  also  sell 
their  holdings  of  Moosic  stock  at  a  certain  price.* 
This  demand  was  finally  agreed  to  and  thereupon 
Thomas  Coleman  du  Pont  secured  an  option  upon  the 
said  3,380  shares,  the  950'  shares  of  Moosic  stock 
and  also  upon  the  balance  of  the  5,524  shares.^ 

As  the  next  step  in  the  process  the  Delaware  Se- 
curities Company  was  organized  to  purchase  and  hold 
certain  stock  to  be  purchased  from  Laflin  and  Rand.* 
It  began  business  with  a  paid-up  cash  capital  of  $2,000, 
and  an  authorized  capital  stock  of  $4,000,000.*  On 
September  23d,  the  Board  of  Directors  passed  a  resolu- 
tion for  the  acquirement  of  5,524  shares  of  the  optioned 
stock  of  the  Laflin  and  Rand  Company  to  be  paid 
for  together  with  the  services  of  T.  C.  du  Pont  by 
$3,998,000  in  the  stock  of  and  $2,209,600  m  the  bonds 
of  the  Delaware  Securities  Company.^  This  resolu- 
tion of  the  Board  was  carried  out,  except  that  a  small 

1  Gov't  Exhibit  Noe.  230  And  231.  Pet.  Reo.  Exhibits,  vtA.  iv,  pp.  1979-1080. 

*  Cf.  Ads.  of  the  Del.  Investment  Co.,  Fleadings,  p.  220. 

*  Resolutions  of  the  Diieotora  of  the  Del.  Investment  Co.,  Gov't  Exhibit  No.  166, 
Pet.  Rec.  Exhibits,  vol.  iv,  pp.  1788,  fiF. 

*  Resolutions  of  the  Directors  of  the  Del.  Securities  Co.,  ibid.,  pp.  1766,  ff. 

*  Answer  of  the  Del.  Securities  Co.,  Pleadings,  p.  226. 

*  Certificate  of  Incorporation  of  Del.  Securities  Co.,  Gov't  Exhibit  No.  144.  Pet. 
Rec.  Exhibits,  vol.  iv,  p.  1742. 

T  a.  note  3. 
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portion  of  the  stock  was  utilized  in  partial  exchange 
for  the  shares  of  Laflin  and  Rand  outside  of  the  5,524 
purchased  under  the  terms  of  the  option.^ 

In  the  same  month  the  Delaware  Investment  Com- 
pany was  organized  for  the  purpose  of  exercising  the 
option  held  by  T.  C.  du  Pont  for  950  shares  of  the 
stock  of  the  Moosic  Powder  Company,  It  had,  like 
the  Delaware  Securities  Company,  a  paid-up  capital 
of  $2000.  Its  authorized  issue  was  $2,500,000.'  On 
September  23d,  the  Board  of  Directors  authorized  the 
purchase  of  the  Moosic  stock  to  be  paid  for,  together 
with  the  service  of  T.  C.  du  Pont  in  $2,498,000  full- 
paid  non-assessable  capital  stock  and  $2,500,000 
bonds.'  Now  both  the  Moosic  and  Laflin  and  Rand 
stocks  were  purchased  with  the  bonds  of  these  two 
companies  plus  a  stock  bonus.  Consequently  in 
consideration  of  the  services  of  Thomas  Coleman  du 
Pont  in  securing  the  consent  of  certain  stockholders 
of  Laflin  and  Rand  to  the  sale  of  their  property  and 
that  of  the  Moosic  Company  the  two  Delaware  sub- 
sidiaries, i.  e.,  the  Delaware  Seciuities  Company  and 
Delaware  Investment  Company,  transferr^  to  the 
1902  Delaware  corporation,  i.e.,  E.  I.  du  Pont  de 
Nemours  and  Company  a  majority  of  their  issues 
of  stock  of  $3,998,000  and  $2,498,000  respectively.* 
In  this  manner  the  1902  Delaware  corporation  secured 
complete  control  of  all  but  ten  of  the  companies  in 
the  powder  and  explosive  business  that  had  heretofore 
been  members  of  the  combination. 

1  Brief,  vtd.  2,  p.  247. 

*  Certificate  of  Inoorporation  of  the  Del.  Inveetment  Co..  Gov't  Exhibit  No.  146, 
Pet.  Reo.  Exhibits,  vol.  iv,  p.  1747. 

<  a.,  p.  472,  note  4. 

<  The  total  actual  payment  for  the  entire  Laflin  and  Rand  property  including 
minority  holdinsa  waa  about  $4,000,000  in  bonds  and  a  stock  bonus  of  20  per  cent;  for 
the  9fi0  shares  of  Moosie  about  $2,360,000  in  bonds  and  a  26  per  cent  stock  bonus. 
Of.  Testimony  of  Pierre  S.  du  Pont,  Def.  Rec  Tsetimony,  vol.  i.  pp.  619-622. 
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These  ten  concerns  were  as  follows:  — 

Austin  Powder  Company;  Calif omia  Powder  Works; 
American  Powder  Company;  Miami  Powder  Company; 
King  Powder  Company;  Aetna  Powder  Company; 
Giant  Powder  Company;  Judson  Dynamite  and  Pow- 
der Company;  Hancock  Chemical  Company;  Equi- 
table Powder  Manufacturing  Company.  * 

It  will,  however,  be  recalled  that  of  these  concerns 
both  the  Judson  and  the  Giant  Companies  had  been 
parties  to  the  European  Agreement;  ^  that  the  Eastern 
Dynamite  Company  had  working  agreements  with 
the  Hancock  Chemical  Company  which  the  Aetna 
had  boimd  itself  to  observe,'  and  that  the  Aetna  and 
Eastern  Dynamite  Company  had  also  entered  into 
an  agreement  with  each  other  known  as  the  ''  Memo^ 
randum  of  Understanding'';^  and  finally  that  by 
another  agreement  the  output  of  the  King  Company 
for  a  period  of  twenty-five  years  from  1901  was  under 
the  control  of  the  1899  Delaware  corporation  which 
had  been  reincorporated  as  the  1902  Delaware  corpora- 
dion  and  Laflin  and  Rand.*  It  is  also  to  be  noted 
that  the  Miami  Powder  Company  and  American 
Powder  Mills  were  at  that  time  and  continued  to  be 
down  to  1904,  partners  to  the  Fundamental  Agree- 
ment of  1896,  and  to  the  European  Agreement  down 
to  the  date  of  its  discontinuance  in  the  fall  of  1906.^ 

>  The  Austin  Powder  Co.,  the  Cal.  Powder  Works,  and  the  Equitable  Powder  Mig. 
Co.  have  been  included  in  this  list  because  they  were  not  absolutely  controlled.  It 
should  be  borne  in  mind,  however,  that  the  1902  Delaware  corporation  acquired, 
through  Laflin  and  Rand,  and  the  1899  Delaware  corporation  32  per  cent  <tf  the  stock 
of  the  first,  20  per  cent  of  that  of  the  second,  and  49  per  cent  of  that  of  the  third. 

*  Supra,  p.  400,  note  2. 

*  Supra,  p.  469.  note  1. 
<  Supra,  p.  465,  note  1. 

*  Supra,  p.  463,  note  4. 

*  Brief,  vol.  1,  p.  79. 
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Between  October,  1902,  and  July  28,  1903,  the  1902 
Delaware  corporation  further  acquired  stock  in  five 
companies  ^  in  which  it  had  not  hitherto  had  any 
direct  interest  and  also  made  further  acquisitions  in 
the  stock  of  its  own  subsidiaries. 

In  Pennsylvania  there  were  operating  besides  E.  I. 
du  Pont  de  Nemours  and  Company,  of  Pennsylvania, 
four  other  companies:  the  Moosic  Powder  Company, 
in  which  the  1902  Delaware  corporation  had  acquired 
a  31.66  per  cent  interest  at  the  time  of  the  Laflin  and 
Rand  transaction;  the  Consumers  Powder  Company 
of  whose  stock  it  held  25.23  per  cent;  the  Enterprise 
Manufacturing  Company  in  which  it  owned  a  35.12 
per  cent  interest  and  the  Oliver  Powder  Company  of 
whose  stock  it  was  sole  owner.*  On  September  11, 
1903,  all  these  companies  were  merged  in  E.  I.  du 
Pont  de  Nemours  and  Company  of  Pennsylvania,  a 
corporation  with  a  capital  stock  of  $1,275,000,  7  per 
cent  preferred,  and  $725,000  common.* 

On  May  13,  1903,  the  E.  I.  du  Pont  de  Nemours 
Powder  Company  was  organized  under  the  laws  of 
New  Jersey  with  a  capital  stock  of  $50,000,000  equally 
divided  between  common  and  preferred.*  To  the 
1902  Delaware  corporation  it  issued  $15,600,000  pre- 
ferred and  $13,600,000  common  (a  majority  in  both 
classes)  in  consideration  of  the  equity  which  the  1902 
Delaware  corporation  held  in  all  the  stocks  which  it 

1  Twenty-five  per  cent  of  the  stock  of  the  Femdale  Powder  Co.;  76  per  cent  of  that 
the  Conenau^  Powder  Company;  39  per  cent  of  the  Judaon  Dynamite  and  Powder 
Company;  60  per  cent  of  the  Shenandoah,  and  32.37  per  cent  of  the  atook  of  the  Globe 
Powder  Company. 

*  Gov't  Exhibit  No.  178,  Pet.  Rec.  Ezhibite,  vol.  iv,  p.  1806-1806.  Annver  of  E.  I. 
du  P^nt  de  Nemours  and  Co.,  Pleadings,  p.  136. 

I  Acrsement  for  Merger,  Gov't  Exhibit  No.  266,  Pet.  Reo.  Exhibits,  vol.  iv,  p. 
2029  IT. 

*  Certificate  of  Incorporation,  Gov't  Exhibit  No.  71,  Pet.  Rec.  Exliibits,  vol.  i,  p. 
877  ff. 
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controlled.^  The  New  Jersey  company  further  guaran- 
teed principal  and  interest  of  the  obligations  of  the 
1902  Delaware  corporation  incurred  in  the  purchase 
of  the  properties  of  the  1899  Delaware  corporation.* 

Further  combination  followed  swiftly.  The  New 
Jersey  company  next  acquired  16,835  shares  in  the 
California  Powder  Works  in  addition  to  twenty  per 
cent  of  its  stock  already  held,'  thereby  securing  control 
of  the  majority  thereof.  The  California  Investment 
Company  was  then  organized  by  the  1902  Delaware 
corporation  and  T.  C.  and  P.  S.  du  Pont  then  caused 
it  to  issue  its  bonds  for  practically  all  of  the  capital 
stock  of  the  Judson  Dynamite  and  Powder  Company.* 
This  left  uncontrolled  by  the  combination  only  three 
companies,  which  had  been  parties  to  the  agreement 
of  1896.  These  three  concerns  on  July  1, 1904,  entered 
into  an  agreement  with  the  combination  to  continue 
until  June  30, 1905,  and  thereafter  unless  three  months' 
notice  in  writing  of  the  discontinuance  of  said  agree- 
ment were  served.*  The  terms  were  practically  the 
same  as  those  of  the  Understanding  of  1896  ^  and 
the  Dynamite  Agreement  of  1895.^  In  March,  1905, 
the  agreement  was  discontinued  by  the  action  of  the 
Aetna  and  the  Miami  companies.' 

1  Anawer  E.  I.  dttPont  de  Nemours  A  Co.,  PteadingB,  pp.  124-125  and  Gov't  Exhibit 
No.  178,  PM.  Reo.  Ezhibits*  vtd.  iv,  p.  1803,  ff. 

*  Brief,  vol.  2,  pp.  28fr-286.  By  this  series  of  opentioDs  the  1903  N.  J.  Co.,  aoqaired 
oontrol  of  all  the  capital  stocks  fonneriy  held  by  the  1902  Delaware  corporation,  the 
Hasard  Powder  Company  and  subsidiaries,  Laflin  and  Rand  and  oontraUed  eompanias 
and  the  Eastern  Dynamite  and  controlled  companies. 

*  See  p.  476,  note  1. 

*  Answer  E.  I.  du  Pont  de  Nemours  Co.,  Pleadings,  p.  140. 

*  The  Sullivan  Agreement,  Gov't  Exhibit  No.  287,  Pet.  Beo.  Exhibits,  voL  iv,  p. 
1995  ff. 

*  Supra,  p.  456,  note  6. 
T  Supra,  pp.  466-467. 

*  Brief,  vol.  2,  p.  292.  It  was  okimed  that  the  trade  of  those  withdrawing,  however, 
was  respected  by  the  combination,  more  especially  because  it  was  so  insignificant. 
Testimony  E.  C.  Ferriday,  Def .  Rec.  Testimony,  vol.  i,  pp.  48-58. 
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On  July  1,  1903,  a  sales  board  was  organized  and  a 
complicated  system  of  salesmanship  put  in  force  by 
the  combination  with  a  system  of  reports  to  the  "  Trade 
Record  Bureau  "  at  Wilmington,  Delaware.  In  further 
pursuance  of  the  combination  49,950  shares  of  the 
Califomia  Vigorit  Powder  Company  were  purchased 
and  between  August,  1903,  and  May  8,  1909,  all  the 
capital  stock  of  the  Metropolitan  Powder  Company 
was  also  acquired  by  the  combination.* 

In  1903,  the  American  E.  C.  &  Schultze  Gunpowder 
Company,  a  corporation  of  Great  Britain,  commenced 
to  compete  with  the  combination;  but  in  the  same 
year  it  transferred  its  properties  and  busmess  to  the 
E.  I.  du  Pont  Company,  a  subsidiary  of  the  New 
Jersey  company  for  a  period  of  ninety-nine  years  in 
return  for  a  yearly  rental  of  £3,750.'  In  the  same 
year  the  International  Smokeless  Powder  and  Chemi- 
cal Company  began  operating  a  plant  in  the  state  of 
New  Jersey  where  it  manufactiued  Government 
Ordnance  Powder  for  sale  to  the  army  and  navy  of 
the  Government  of  the  United  States.  To  secure 
control  of  this  corporation  the  du  Pont  International 
Powder  Company  was  organized  in  Delaware '  with  a 
capital  stock  of  $5,000,000  preferred  and  $5,000,000 
common.  It  issued  $10,000,000  of  its  bonds  and  a 
large  share  of  its  preferred  stock  for  a  majority  of  the 
capital  stock  of  the  International  Smokeless  Powder 
and  Chemical  Company.*  From  time  to  time,  the 
stocks  of  other  competing  companies  were  also  ac- 
quired. 

>  Retolotion  of  Diieetofs.  Gov't  Exhibit  No.  188,  Pet.  Reo.  EzhiUtB,  vol.  iv,  pp. 
1888-1834  and  vol.  iii.  p.  1607. 

*  Indenture.  Gov't  ExUbit  No.  307.  Pet.  Reo.  Exhibits,  vol.  v,  pp.  2350-2874. 
Cf.,  eepedally  pp.  2360  and  2368. 

*  Certiiioate  of  Inooiporation,  Gov't  Exhibit  No.  76.  PM.  Reo.  Exhibits,  vol.  i, 
pp.  460,  ff. 

Answer  of  the  E.  I.  du  Pont  de  Nemours  and  Co.,  Pleadings,  pp.  146-147. 
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From  this  time  to  the  bringing  of  suit  in  1907  by 
the  Govenmient,  the  combination  continued  to  operate 
substantially  as  before.  Competition,  it  is  true, 
was  not  eliminated,  but  was  none  the  less  reduced  to  a 
comparatively  small  portion  of  the  trade,  as  is  shown 
by  the  following  table:  — 

Pebcentages  bold  bt  Companibs  contbolled  bt 

E.  I.  DU  POMT  DE  NeMOUBS  PoWDEB  CoMPANT 


Year. 

Black 
BlMting 
Powder 

Powder 

Dynamite 

Black 

Smokelen 

Gov. 
Ordnaooe 

1005 
1906 
1007 

64.6 
63.4 
64 

80 

69.5 
72 

72.5 

73 

71.5 

76.4 
72.6 
73.6 

70.6 
61.3 
64 

M 

U 
(t 

In  1907,  the  habit  of  cutting  prices  was  discontinued. 
In  the  latter  part  of  that  year  the  first  printed  schedule 
of  prices  was  put  out  and  the  sales  prices  were  sub- 
sequently held  very  close  to  these  lists  with  little  or 
no  deviation  except  in  the  case  of  large  contracts.^ 

In  this  connection  a  word  ought  to  be  said  in  regard 
to  prices.  At  the  very  outset  prices  were  fixed,  im- 
mediately after  the  organization  of  the  Gunpowder 
Trade  Association.  It  has  already  been  shown  that 
increases  in  prices  were  made  subsequent  to  the  agree- 
ments of  both  1886  and  1896.  There  is  ample  testi- 
mony also  to  show  that  prices  were  raised  after  the 
acquisition  of  the  Laflin  and  Rand  interests  in  1902, 
again  between  1902  and  1904,  and  also  by  the  sales 
board  in  1907.  Unfortunately  the  data  are  not  suflS- 
cient  to  permit  the  preparation  of  a  table  showing 
these  various  price  changes.  The  reasons  that  make 
this  a  practical  impossibility  are  two.    The  first  is 

>  Testimony  of  G.  F.  Hamlin,  Charlee  W.  PheUia,  F.  C.  Peters.  F.  W.  Stark,  and 
others.    Def.  Rec.  Testimony,  vol.  i.  pp.  <X)-61.  07,  185-186,  188,  202,  228-220. 
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that)  as  noted  in  the  precedmg  paragraph^  a  printed 
schedule  of  prices  was  not  published  until  1907.  Prior 
to  that  date  prices  were  fixed  and  altered  at  the  meet- 
ings of  the  various  boards  and  committees,  and  are 
to  be  followed  only  in  the  minutes  of  these  price- 
making  oi^ans.  In  the  second  place,  prices  in  the 
powder  trade,  as  in  the  oil  business,  have  been  largely 
local.  Between  various  parts  of  the  country  there 
have  been  wide  discrepancies.  The  general  policy 
in  prices  appears  to  have  been  to  charge  what  the 
traffic  would  bear.  It  should  be  borne  in  mind,  how- 
ever, that  tho  the  policy  of  the  powder  combination 
has  been  to  this  extent  analogous  to  that  of  the  Stan- 
dard Oil  Company,  the  former  has  been  much  more 
limited  than  the  latter  by  the  factor  of  potential 
competition.  The  manufacture  of  powder  does  not 
require  a  very  great  amount  of  capital  and  high  profits 
appear  to  call  potential  competition  into  being.  For 
this  reason  it  has  been  impossible  for  the  Powder 
Trust,  until  recently,  either  to  maintain  fixity  in 
prices,  or  to  raise  them  to  such  a  height  as  might 
have  been  the  case  under  other  conditions.  Yet 
it  would  be  entirely  unsafe  to  conclude  either  that  the 
profits  on  powder  have  not  been  excessive  or  that 
the  hi^  profits  have  resulted  from  other  causes  than 
the  large  degree  of  control  exercised  by  the  combina- 
tion. 

Decidedly  the  most  interesting  feature  of  the  com- 
bination after  the  formation  of  the  1902  and  1903 
corporations  was  the  policy  pursued  with  regard  to 
subsidiary  companies.  The  1903  corporation  and  the 
Eastern  Dynamite  Company  had  up  to  1907  acquired 
the  stocks  of  more  than  one  hundred  corporations. 
In  April,  1904,  the  dissolution  of  these  companies 
was  begun  and  in  that  year  and  1905,  a  large  portion 
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of  them  were  dissolved.  By  1907,  sixty-four  of  the 
subsidiary  corporations  had  passed  out  of  existence.^ 

In  a  sense  this  is  a  comparatively  new  and  origLoal 
method  of  procedure.  The  du  Pont  Company  has 
been  the  only  industrial  combination  that  has  resorted 
to  such  a  process  upon  an  extended  scale.  The  ulti- 
mate object  of  this  policy  was  to  create  a  single  huge 
concern  in  the  control  of  the  powder  trade  and  to 
vest  absolutely  therein  the  ownership  of  all  the  plants 
and  factories  which  had  formerly  belonged  to  the 
various  subsidiary  companies.  It  was  designed  also^ 
as  soon  as  possible,  to  discontinue  the  Laflin  and 
Rand  and  the  Hazard  Powder  Companies,  the  Eastern 
Dynamite  Company,  and  the  Delaware  Securities 
and  Delaware  Investment  Companies.*  Had  the  Gov- 
ernment's suit  not  intervened  this  result  would  have 
probably  been  attained  and  we  should  have  had  a 
unique  form  of  industrial  combination.  The  property 
of  the  dissolved  companies  was  purchased  outright, 
and  the  title  probably  cannot  be  impaired  by  the 
courts.  The  problem  of  dissolution  therefore  that 
the  courts  have  to  deal  with  is  one  that  presents 
apparently  a  greater  degree  of  difficulty  than  was 
involved  in  either  the  Standard  Oil  or  Tobacco  de- 
cisions. As  the  Court  remarks:  "  The  dissolution 
of  more  than  sixty  corporations  since  the  advent  of 
the  new  management  in  1902,  and  the  consequent 
impossibility  of  restoring  original  conditions  in  the 
explosives  trade,  narrows  the  field  of  operation  of  any 
decree  we  may  make."  * 

The  Circuit  Court  adjudged  the  combinations  in 
restraint  of  commerce  in  explosives  and  with  attempting 

I  Cf.  Liflt  of  Companies  "  Opinion  of  the  Court  and  Interlooutoiy  Decree  ",  pp.  31- 
82. 

s  Ibid.,  pp.  31^82. 

*  Interiooutoiy  Decree,  pp.  43-14. 
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to  monopolize  and  monopolizing  a  part  of  such  com- 
merce. They  were  enjomed  and  ordered  to  dissolve. 
The  decree  was  made  interlocutory  and  the  defendants 
were  to  be  heard  again/  as  to  the  nature  of  the  injunc- 
tion and  as  to  any  plan  of  dissolution  which  they 
might  have  to  suggest.  It  can  hardly  be  doubted 
that  such  plan  will  be  of  great  interest,  owing  to  the 
peculiar  policy  pursued  by  the  combination  within 
the  last  few  years,  and  the  rapid  approach  that  has 
been  made  to  a  great  single  monopolistic  corporation. 
At  the  date  this  article  goes  to  press,  however,  the 
dissolution  plan  has  not  been  decided  upon.  At  a 
hearing  in  the  early  part  of  March,  lawyers  and  judges 
failed  to  reach  an  agreement. 

William  S.  Stevens. 

TJniyebsitt  of  Pbnnbtlyania. 

1  Origfaiany  the  oourt  let  the  heuing  for  Oetoberie,  1911,  but  it  has  been  |K^^ 
frau  time  to  time. 
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SUMMARY 

The  present  sjrstem  of  taxation  archaic,  482.  —  I.  The  Land  and 
Grain  Tax,  484.  —  Diversity  of  weights  and  measures,  486.  —  Divor- 
gences  of  taxes  from  the  nominal  levies,  489.  —  II.  Customs,  492.  — 
The  Imperial  Maritime  Customs,  494.  —  Native  Customs,  495. — 
Native  Customs  administered  by  Imperial  Service,  498.  —  III.  Likin, 
499.  —  IV.  The  Salt  GabeUe,  602.  —  V.  The  Grain  Tribute,  606.  — 
VI.  Miscellaneous  taxes,  607.  —  The  finances  in  1912,  609. 

One  of  the  greatest  needs  of  China  today  is  a 
reasonable  system  of  taxation.  That  in  force  is 
archaic.  Not  only  is  there  need  of  reform  in  the 
method  of  levying  and  collecting  the  taxes  but  in  the 
expenditure  of  the  revenue  as  well.  A  more  accurate 
system  of  accoimting  is  desirable.  These  needs  have 
already  received  some  attention  from  the  Provisional 
National  Assembly,  which  submitted  last  January 
a  budget  for  the  year  ending  in  February,  1912.  The 
system  of  taxation  which  I  shall  describe,  tho  deep- 
rooted  in  antiquity,  is  not  likely  to  continue.  It 
will  probably  disappear  in  the-  struggle  now  going 
on,  no  matter  whether  monarchy  or  republic  may 

i  Tbe  following  paper  is  baaed  upon  an  examination  of  the  Ta  Ch*%ng  Htii  Tim 
or  Institutes  of  the  Ta  Ch:ino  Dynasty,  the  Chio  Chih  Ch*uan  Han,  the  official  "  Red 
BodL  "  of  China,  and  the  Ttao  Tun  Ch*uan  Shu  or  Complete  Book  of  the  Tribute; 
upon  offidal  reports  and  memorials  published  in  the  Nei  Ko  Kuan  Pao,  the  official 
Journal  of  the  Imperial  Government  and  successor  to  the  Peking  Oaaette,  and  reports 
of  the  Imperial  Maritime  Customs. 

The  author  has  also  consulted  with  profit  the  Journal  of  the  China  Branch  of  the 
Royal  Asiatic  Society;  particularly  that  of  1887,  containing  an  article  by  Professor 
E.  H.  Parker  and  Caries'  translation  of  ZwehtkoflTs  report  on  the  Salt  Revenue  of  China, 
that  of  1888  containing  Ozenham's  report  on  Land  Tenure  and  the  Condition  of  the 
Rural  Population  in  China,  that  of  1803-4)3  with  von  Rosthom's  paper  on  the  Salt 
Administration  of  Saechuen,  and  that  of  1895-06  with  an  article  by  Professor  E.  H. 
Pwker  on  the  Chinese  Revenue  and  another  on  The  Financial  Capacity  of  China. 

The  author  acknowledges  valuable  assistance  also  from  H.  B.  Morse's  Trade  and 
Administration  of  the  Chinese  Empire,  particulariy  the  chapter  on  Revenue  and  Ex- 
penditure; and  also  from  a  pamphlet  by  Sir  George  Jamieson  on  Land  Taxation  in 
the  Province  of  Honan. 

482 
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triumph)  fflixce  both  are  committed  to  the  adoption 
of  modem  methods. 

Judged  by  the  total  amount  of  money  contributed 
to  the  Peldng  Govenmient,  the  taxation  of  China 
has  not  been  heavy.  A  revenue  of  three  hundred 
million  taels,  or  one  hundred  and  ninety-five  million 
dollars,  from  three  hundred  miUion  people  is  insignifi- 
cant. Even  the  addition  of  the  estimated  revenue  of 
the  provinces  makes  but  a  total  of  a  little  more  than 
six  hundred  miUion  taels,  or  about  four  hundred  million 
dollars. 

But  it  is  impossible  to  discover  accurately  how  much 
is  taken  from  the  people.  The  viceroys  and  governors, 
prefects  and  magistrates,  are  bound  by  old  custom 
to  supply  a  minimum  of  revenue  to  their  superiors, 
and  this  is  usually  the  maximum  sent.  The  taxes 
are  practically  farmed  out  to  the  official  in  charge. 
If  he  preserves  peace  and  order  and  remits  the  usual 
sum  to  the  treasury,  he  is  not  disturbed. 

It  must  be  remembered,  also,  that  but  a  small 
part  of  the  revenue  is  expended  for  the  public  welfare. 
There  are  fifteen  hundred  walled  cities  in  China,  yet 
none  of  them  have  water  works  except  two  or  three 
that  have  introduced  them  very  recently.  Street 
lighting,  save  by  the  feeble  glimmer  of  an  occasional 
oil  lamp,  was  unknown  outside  the  foreign  settlements 
until  after  1900.  The  national  police  system  was 
organized  in  1905.  Previous  to  that  date  night  watch- 
men paid  by  private  subscription  were  the  chief  reliance 
for  protection  against  thieves.  There  was  no  system 
of  public  education  until  1906.  Most  schools  were 
maintained  by  private  enteiprise,  tho  there  was  found 
here  and  there  a  charity  school  supported  by  some 
generous  individual.  The  Govenunent  confined  its 
efforts  to  the  establishment  of  a  system  of  examina- 
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tions.  Good  roads  are  undreamed  of^  except  that 
in  a  few  cities  macadamized  streets  have  recently  been 
constructed.  In  southern  towns  the  streets  are  too 
narrow  for  carriages  and  are  mostly  paved  with  brick 
and  stone.  There  are  beautiful  bridges  in  some  parts 
of  China,  but  the  country  roads  are  mere  tracks, 
impassable  in  wet  weather.  If  taxation  has  been 
light,  the  results  which  the  people  have  procured  in 
public  works  are  even  less. 

I.    The  Land  and  Grain  Tax 

This  has  been  the  chief  dependence  of  the  govern- 
ment for  revenue  from  of  old.  When  the  Manchus 
took  over  the  government  of  China  in  1644  a.d.,  they 
retained  the  fiscal  system  of  preceding  dynasties  but 
lessened  somewhat  the  rate  of  taxation. 

In  1713  the  land  tax  was  definitely  fixed  for  all 
time  at  the  rate  paid  that  year,  and  the  imperial 
promise  was  given  that  it  should  not  be  increased. 
While  this  promise  may  have  been  literally  fulfilled, 
the  actual  amoimt  of  money  taken  from  the  tax-payer 
has  been  very  greatly  increased  by  manipulation  of 
the  e};change  between  copper  and  silver  and  by  various 
charges  under  other  names  than  '^  land  tax.^^  Justi- 
fication for  the  accretions  may,  perhaps,  be  found 
in  the  great  changes  that  have  taken  place  during 
two  hundred  years  in  the  relative  values  of  silver  and 
copper  money,  in  wages,  and  in  land  values.  Tho 
the  tax  may  have  been  originally  intended  to  be  pro- 
portionate to  the  value  of  the  land  and  tho  it  does 
vary  with  the  value  of  the  land  taxed,  it  is  not  as  a 
fact  levied  upon  land  values,  since  the  most  valuable 
of  all  lands,  that  in  the  cities,  is  not  taxed  at  all. 

The  land  tax  as  levied  in  1713  a.d.  is  a  consolida- 
tion of  the  land  and  the  poll  tax.    All  free  Chinese 
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subjects  oiigiiially  owed  certain  personal  service  to 
the  state.  The  old-time  cort>4e  was  commuted  for 
a  money  payment;  and  this  poll  tax  has  been  combined 
with  that  on  the  land. 

Much  of  the  land  held  by  the  princes  is  upon 'mili- 
tary tenure,  having  been  granted  to  the  ancestors 
of  the  present  proprietors  for  services  rendered  at  the 
conquest.  These  lands  are  not  taxed.  Other  lands 
are  occupied  by  military  colonists,  banner-men,  settled 
in  certain  frontier  districts  or  in  other  regions  which 
required  the  presence  of  the  soldiery  for  the  preserva- 
tion of  peace  or  the  protection  of  the  grain  transport. 
These  lands  are  more  lightly  taxed  than  those  held 
imder  ordinary  tenure;  but  in  a  nimiber  of  cases, 
military  service  being  no  longer  required  of  the  occu- 
pants, the  lands  have  been  transferred  to  the  list  of 
ordinary  agricultural  lands  and  the  taxes  increased 
accordingly. 

The  land  tax  (by  which,  it  must  always  be  under- 
stood, is  meant  the  tax  on  ordinary  agricultural  lands) 
is  of  two  kinds:  a  tax  in  money  and  a  tax  in  grain. 
For  instance,  in  Chihli,  the  metropolitan  province, 
the  taxable  lands  of  ordinary  Chiaese  subjects  pay 
per  annum  from  Tls.  0.0081  to  Tls.  0.13  for  each 
TTum,  besides  rice  to  the  amount  of  from  one  sheng 
to  one  Um  and  beans  from  9  /ko  8  shoo  to  4  sheng.  This 
does  not  include  the  tribute  grain,  which  will  be  con- 
sidered separately. 

The  weights  and  measures  of  China,  however,  are 
not  uniform  throughout  the  empire.  A  mou  is  generally 
a  little  less  than  one-sixth  of  an  acre,  but,  as  Morse 
states  ^  it  varies  from  3,840  square  feet  to  9,964  square 
feet.  The  tribute  Um  contains  629  cubic  inches,  but 
as  a  measure  used  by  the  people  it  varies  from  176  to 

1  H.  B.  Mone.  Trade  and  Adminifltntion  of  the  Chinefle  Empire,  p.  174. 
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1800  cubic  inches.  By  the  British  treaty^  for  customs 
purposes  a  catty,  or  chiny  is  taken  as  equal  to  21| 
ounces  avoirdupois,  and  a  picul  by  weight  varies  from 
94  catties  for  brown  sugar  to  140  catties  for  tribute 
rice  at  Nanking.  In  1909,  by  imperial  edict,  standard 
weights  and  measures  were  adopted,  the  tau  bemg 
fixed  at  10.355  Utres,  the  num  at  6.144  acres,  and  the 
catty  at  596.816  grams;  but  this  edict  has  not  as  yet 
had  any  practical  effect. 

The  tax  in  kind  is  levied  in  measures  of  capacity, 
but  in  practice  it  is  collected  either  by  weight  or  in 
money  and  at  rates  of  conversion  fixed  by  the  col- 
lector. 

But  the  value  of  the  Chinese  tad  is  no  less  variable 
than  are  the  weights  and  measures.  It  has  changed 
greatly  since  the  period  when  these  taxes  were  laid. 
A  tael  is  a  Chinese  ounce  of  silver  and,  whereas  the 
ratio  between  gold  and  silver  today  is  perhaps  as 
35  to  1,  in  the  early  part  of  the  ei^teenth  century 
it  was  not  more  than  15  to  1.  The  purchasing  power 
of  silver  money  was  then  much  greater,  and  a  tad  of 
silver  paid  in  taxes  in  1713  meant  far  more  to  the 
Chinese  peasant  than  the  same  amount  today.  On 
the  other  hand,  it  must  not  be  forgotten  that  the 
peasant  uses  few  fordgn  commodities  and  that  the 
exchange  value  of  silver  in  gold  has  had  but  Uttle 
effect  upon  the  prices  of  articles  in  daily  use  by  him. 
Copper  has  always  been  the  money  of  the  people  in 
China  and  copper  has  appreciated  in  recent  years  as 
compared  with  silver,  so  that  the  peasant  finds  it  some- 
what easier  than  his  grandfather  did  to  buy  a  tad  of 
silver,  while  at  the  same  time  he  recdves  more  copper 
for  his  wages. 

These  facts  should  be  borne  in  mind,  with  reference 
to  the  figures  used  in  the  present  paper.    The  following 
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equivalents  for  those  employed  in  the  Chmese  statutes, 
tho  not  rigorously  exact,  are  approximately  correct 
for  today:  — 

One  Tael  equals  $0.65. 

One  Mou  equals  one-sixth  Acre. 

One  Picul  equals  3.4  Bushels. 

One  Tou  equals  1.36  Pecks. 

One  Sheng  equals  1.095  Quarts. 

One  Catty  equals  1}  Pounds  (average). 

One  Picul  (weight)  equals  133i  Pounds  (average). 

The  limits  of  this  paper  do  not  permit  me  to  state 
in  detail  the  various  classifications  of  land  in  the 
twenty-two  provinces  of  China  and  the  different 
rates  of  taxation.  There  is  no  uniformity;  each 
province  follows  its  own  customs.  I  confine  myself 
to  citing  a  very  few  of  the  numerous  and  complicated 
provisions  of  the  Ta  ChHng  Hui  Tien  relating  to  the 
subject. 

In  Shengking,  one  of  the  Manchurian  provinces, 
ordinary  agricultural  land  is  taxed  from  $0.04  to 
$0.12  an  acre  in  money,  and  in  rice  from  1.7  pecks  to 
1.54  bushels.  Manchuria  is  but  partially  settled, 
and  was  of  course  much  less  developed  two  hundred 
years  ago  than  now.  Squatters  sometimes  settle 
on  government  lands,  and  in  such  cases  rent  is  seemingly 
included  in  the  tax,  for  they  are  required  to  pay  $1.90 
and  2.9  quarts  of  rice  per  acre. 

I  have  already  mentioned  the  rate  for  Chihli,  the 
province  in  which  Peking  is  situated.  Reduced  to 
western  terms  the  tax  varies  from  $0,032  to  $0.51  an 
acre  in  silver  and  in  grain  from  1.09  quarts  to  1.36 
pecks  of  rice  and  from  1.07  quarts  to  4.37  quarts  of 
beans.    Mulberry  orchards  are  taxed  $0,007  an  acre. 

In  Kiangsu,  the  province  which  hes  at  the  mouth 
of  the  Yangtze,  the  tax  varies  from  $0,035  to  $0.55 
an  acre  in  money  and  in  grain  from  1.2  pecks  to  3.93 
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bushels  of  rice  or  beans,  and  from  .03  pints  to  .39  pints 
of  wheat  or  barley.  There  are  certain  lands  in  the 
province,  however,  which  are  rated  higher  and  pay 
from  $0.35  to  $1.29  an  acre  with  an  addition  of  4.8 
quarts  to  5.7  i)ecks  of  rice  and  from  .013  to  1.05  pints 
of  wheat  or  barley. 

In  Anhui,  the  next  province  west  of  Kiangsu,  mul- 
berry orchards  are  taxed  $0.25  on  each  pound  of  raw 
silk  produced.  Chekiang,  of  which  Hangchow  is  the 
capital,  levies  a  tax  on  the  tea  lands  at  the  rate  of 
$0,001  and  .15  pint  of  rice  for  each  tea  shrub. 

Salt  lands  are  taxed  in  various  provinces;  in  Shan- 
timg  at  the  rate  of  from  $0.10  to  $0.17  and  2.7  quarts 
of  wheat  or  barley  together  with  rice  from  1.18  quarts 
to  2.33  pecks  per  acre.  In  Chehkiang  the  same  sort 
of  land  is  taxed  from  $0.06  to  $0.56  an  acre  in  silver 
and  in  grain  from  2.4  quarts  to  3  i>ecks  of  rice. 

In  the  province  of  Kuangtimg,  of  which  Canton  is 
the  capital,  the  land  tax  varies  from  $0.03  to  $0.87  an 
acre  and  the  grain  tax  from  4.27  quarts  to  1.88  pecks 
of  rice  per  acre.  In  addition  there  is  a  small  tax  for 
drainage  ditches  and  a  tax  of  $0.26  per  100  square 
feet  for  irrigation. 

In  far-away  Kansu,  on  the  borders  of  Turkestan, 
the  land  tax  ranges  from  $0.0008  to  $0.50  an  acre, 
and  the  grain  tax  from  .2  quart  to  6.66  pecks,  together 
with  a  small  amount  of  hay.  The  Turcoman  tribes 
in  addition  pay  a  household  tax  of  $0.20  plus  an  ad- 
ditional quantity  of  grain. 

Taking  the  whole  empire  into  consideration,  we  may 
say  that  the  land  tax  varies  from  $0,004  per  acre  for 
the  poorest  land  in  Shansi  to  $0.99  per  acre  for  the 
best  in  Chehkiang,  and  the  grain  tax  from  one  gill  of 
rice  per  acre  in  certain  parts  of  Fukien  to  five  and  a 
half  bushels  an  acre  in  some  districts  of  Shansi.    The 
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grain  tax  is  as  a  rule  commuted  for  a  money  payment, 
the  rate  as  laid  down  in  the  statute  varying  from 
Tls.  0.50  to  Tls.  1.20  a  picul.  We  may  take  Tls.  0.80 
a  picul  as  the  average  price,  which  amounts  to  $0,155 
a  bushel.  This  is  a  very  low  rate  as  compared  with 
present  or  recent  market  prices.  Rice  usually  sells 
wholesale  at  about  one  dollar  a  bushel.  It  has  of 
course  been  much  higher  recently  owing  to  extraordin- 
ary conditions.  It  would  be  a  mistake,  however,  to 
imagine  that  the  farmer  today  commutes  his  grain 
tax  at  the  low  rate  mentioned  in  the  statute.  I  have 
already  called  attention  to  some  of  the  methods  em- 
ployed by  the  tax  collectors  to  increase  the  amount 
due  from  the  peasant  without  adding  to  the  nominal 
rate.  The  tax  in  money  is  levied  in  silver  but 
paid  in  copper.  A  tael  of  silver  at  Shanghai  exchanges 
today  for  1,665  copper  cash,  and  the  imperial  tael, 
therefore,  should  command  about  1700  cash.  But 
when  the  tax  collector  arrives  he  will  demand  much 
more  than  the  difference  between  an  imperial  treasury 
tael  aAd  the  local  tael.  Frequently  he  demands  twice 
as  much  as  the  market  rate.  In  addition  he  will  de- 
mand certain  fees,  such  as  meltage,  expense  of  collec- 
tion, and  the  like,  originally  irregular,  but  now  legalized 
by  usage. 

In  the  case  of  the  grain  tax  the  opportimities  for 
increasing  the  amoimt  due  are  still  greater,  for  not 
only  can  the  exchange  between  copper  and  silver 
be  manipulated  in  commuting  the  tax,  but  the  tax 
is  levied  in  measures  of  capacity  and  often  collected 
by  weight,  and  the  difference  between  the  imperial 
and  local  standards  of  weights  and  measures  provides 
an  easy  method  of  increasing  the  revenue.  Sir  George 
Jamieson  ^  reports  cases  that  came  under  his  notice 

1  Land  Taxation  in  the  Province  of  Honan. 
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in  which  the  tax  in  money  had  been  gradually  increased 
by  as  much  as  186  per  cent  ov^r  the  original  levy  and 
the  grain  tax  by  as  much  as  220  per  cent.  He  estimates 
an  average  increase  of  the  land  tax  throughout  the 
empire  by  128  per  cent  and  of  the  grain  tax  by  210 
per  cent.  If  we  accept  these  estimates  and  calculate 
the  value  of  the  grain  at  the  wholesale  rates  for  1910, 
the  land  and  grain  tax  paid  by  the  farmer  of  Man- 
churia will  amount  to  1.2  per  cent  of  the  value  of  his 
first-class  land,  which  Rev.  John  Ross  put  at  $75.00 
an  acre.^  Taking  the  lowest  rate  of  taxation  for  the 
cheapest  land,  the  tax  in  Shantung  will  amount  to  about 
one-third  of  one  per  cent  and  in  Chihli  to  2.2  per  cent. 

Mr.  Morse'  intimates  that  the  taxation  varies 
inversely  as  the  distance  from  Peking;  but  the  figures 
do  not  bear  this  out.  The  rates  for  Chihli,  Kianggu, 
Chehkiang,  Fukien,  and  Kuangtung  do  not  vary 
greatly,  but  they  are  somewhat  heavier  per  acre  in 
the  southern  provinces.  In  the  provinces  just  men- 
tioned the  lowest  rates  are,  Chihli,  $0,032  per  acre,; 
Kiangsu,  $0,035;  Chehkiang,  $0,058;  Fukien,  $0,066; 
Kuangtung,  $0,032.  Taking  into  account  the  smaller 
amount  of  the  grain  tax  in  Chehkiang  and  Fukien, 
the  rate  is  nearly  the  same  for  all. 

Allowing  for  the  greater  fertiUty  of  the  lands  in  the 
Yangtze  Valley  and  in  the  other  provinces  mentioned, 
and  their  greater  value  due  to  density  of  population 
and  proximity  to  the  seaboard  and  water  ways,  the 
tax  is,  of  course,  proportionally  hghter  than  in  Chihli. 
But  on  the  other  hand  these  provinces  contribute  to 
the  imperial  treasury  in  ways  unknown  in  Chihli  — 
in  silks,  porcelain,  tea,  and  other  precious  articles. 

1  Journal  of  China  Branch  of  the  Royal  Aaiatic  8k>ciety.  1887. 
*  Trade  and  Admimatration  of  the  Chinese  Empire,  p.  02. 
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The  total  revenue  of  the  unperial  exchequer  from 
the  land  and  grain  tax  is  set  down  in  the  Ta  CWing 
Hui  Tien  at  Tls.  25,608,605  or  $16,645,593.25,  but 
by  the  methods  of  accretion  mentioned  above  this 
sum  has  grown  to  be  Tls.  48,101,346  or  $31,265,874.90, 
according  to  the  budget  submitted  by  the  Provisional 
National  Assembly  last  year. 

This,  however,  is  not  the  sum  total  of  the  tax  as  paid 
by  the  farmers.  A  very  large  proportion  of  the  levy 
is  retained  for  provincial  and  local  purposes. 

Formerly  the  amount  to  be  retained  was  definitely 
fixed  by  law  for  each  province.  In  Chihli,  for  instance, 
the  provincial  authorities  were  allowed  to  retain  out 
of  the  original  levy  of  Tls.  1,708,521.48  an  amoimt 
equal  to  Tls.  745,299,  and  out  of  the  accretions,  legar 
lized  as  a  ''  supplementary  tax  '^  and  amounting  to 
Tls.  211,856.25,  the  additional  sum  of  Tls.  102,052. 
The  percentage  allowed  varies  from  province  to  prov- 
ince but  does  not  differ  greatly  from  that  for  Chihli. 
Parker,  and  after  him  Jamieson  and  Morse,'  have 
calculated  that  a  much  larger  sum  is  spent  upon  the 
provincial  administration  than  upon  the  imperial; 
and  bearing  in  mind  the  fact  that  the  total  sum  levied 
upon  any  one  province  is  the  minimum  expected  and 
that  the  amount  sent  rarely  exceeds  the  minimum, 
it  is  easily  seen  that  the  estimates  of  the  writers  men- 
tioned are  probably  not  too  large.  Morse  puts  the 
contribution  to  the  Imperial  Treasury  from  the  land 
and  grain  tax  at  Tls.  25,887,000,  that  to  the  provincial 
treasuries  at  Tls.  67,060,000  and  to  local  uses  at  Tls. 
9,315,000,  making  a  total  of  Tls.  102,262,000  or  in  our 
own  currency  $66,470,300.  Others,  however,  estimate 
the  total  at  not  less  than  Tls.  375,000,000,  or  $243,750,- 
000. 

1  Trade  and  Administration  of  the  ChineM  Empire,  pp.  111-118. 
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In  1004,  Sir  Robert  Hart  published  a  pamphlet 
in  Chinese  recommending  a  readjustment  of  the  land 
tax.  The  Government,  fearing  that  agrarian  dis- 
turbance might  result,  declined  to  adopt  his  recom- 
mendations, but  they  are  of  interest  as  showing  what 
could  be  obtained  by  a  fair  system  of  taxation.  He 
estimated  the  cultivable  land  of  the  empire  at  more 
than  666,000,000  acres,  which,  at  a  moderate  tax  of 
Tls.  0.10  a  mou  or  Tls.  0.60  an  acre,  would  yield  a 
revenue  of  Tls.  400,000,000  or  $260,000,0i30. 

II.    Customs 

Another  soiu-ce  of  imperial  revenue  of  ancient 
origin  is  the  customs.  Duties  are  collected  not  only 
upon  imports  and  exports,  but  upon  goods  in  transit 
from  one  portion  of  the  country  to  another. 

In  1818  A.D.,  when  my  edition  of  the  Ta  ChHng 
Hut  Tien  was  published,  there  were  thirty-three  princi- 
pal stations  where  such  duties  were  paid,  and  since 
that  date  the  number  has  been  considerably  increased. 
Each  station  extends  its  control  of  trade  by  the  es- 
tablishment of  branches  at  the  less  important  towns 
in  the  district  under  its  supervision. 

In  1853,  during  the  Taiping  Rebellion,  the  imperial 
government  having  lost  control  of  Shanghai,  the 
collection  of  duties  payable  by  foreign  merchants 
was  imdertaken  as  a  temporary  arrangement  by  the 
consuls  of  Great  Britain,  France,  and  the  United 
States,  the  three  foreign  powers  chiefly  interested. 

This  arrangement  did  not  prove  to  be  entirely 
satisfactory,  and  in  1854  a  commission  representing 
the  three  powers  was  organized  for  the  supervision 
of  the  foreign  trade  of  Shanghai.  It  proved  to  be  so 
efficient  in  its  management  of  the  customs  that  com- 
plaint was  made  by  Shtoghai  merchants  that  they 
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were  at  a  disadvantage  as  compared  with  those  in 
ports  where  the  lax  methods  of  the  Chinese  officials 
were  employed.  In  1858,  therefore,  the  Chinese 
Government  agreed  to  extend  the  system  of  foreign 
supervision  to  other  ports  open  to  foreign  trade.  In 
1861,  the  customs  at  seven  such  ports  were  thus  ad- 
ministered, but  only  so  far  as  foreign  trade  was  con- 
cerned. This  was  the  beginning  of  the  Imperial 
Maritime  Customs  Service,  which,  with  a  large  staff 
of  Europeans  and  Americans  aided  by  Chinese  subordi- 
nates, has  become  the  efficient  instrument  of  the 
imperial  government  for  the  supervision  of  all  trade 
throughout  the  empire  conducted  in  vessels  of  foreign 
type. 

The  trade  conducted  in  native  craft,  as  well  as  the 
caravan  trade,  remained  until  November  11,  1901, 
under  the  jurisdiction  of  the  old-time  customs  service, 
which,  in  contradistinction  to  the  newer  maritime 
customs,  came  to  be  known  among  foreigners  as  the 
"  native  customs." 

After  the  so-called  "  Boxer "  uprising,  it  became 
necessary  to  find  revenues  to  pledge  as  security  for 
the  payment  of  the  indemnity;  and,  the  impledged 
balance  of  the  maritime  customs  being  insufficient, 
it  was  decided  among  other  measures  to  place  the 
native  customs  stations  located  within  fifty  K  (sixteen 
and  two-thirds  miles)  of  an  open  port  under  the  ad- 
ministration of  the  maritime  customs. 

The  Chinese  Customs  to-day,  therefore,  is  divided 
among  three  services,  each  having  its  own  field  of 
operations,  each  employing  its  own  methods  and 
enforcing  the  collection  of  duties  under  a  variety  of 
tariffs,  —  the  Imperial  Maritime  Customs,  the  Native 
Customs,  and  the  Native  Customs  administered  by 
the  Imperial  Service.  * 
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1.  The  Imperial  Maritime  Customs.  In  so  far 
as  the  Imperial  Maritime  Customs  is  concerned, 
the  levy  of  duties  is  uniform  at  all  ports  of  the  empire. 
The  revenue  derived  is  accurately  known,  being 
reported  quarterly  and  annually  in  English  and  Chinese 
in  the  customs  publications,  which  supply  valuable 
statistics  regarding  the  foreign  trade  of  China, — 
the  only  acciu-ate  statistics  of  any  kind  published 
by  the  Chinese  government. 

The  duty  on  exports  is  fixed  by  the  tariff  of  1858 
agreed  upon  in  the  Tientsin  Treaties  with  Great 
Britain,  France,  and  the  United  States.  This  tariff 
is  specific,  but  based  upon  a  levy  of  5  per  cent  ad 
valorem  according  to  the  values  of  1858. 

The  tariff  on  imports  is  also  specific,  and  was  like- 
wise in  1858  the  equivalent  of  a  duty  of  5  per  cent 
ad  valorem.  In  1901,  the  specific  duties  were  found 
to  have  become  much  less  than  5  per  cent  ad  valorem 
owing  to  the  decline  in  the  gold  value  of  the  silver 
tael,  and  it  was  agreed  in  the  protocol  of  September 
7,  1901,  that  the  import  tariff  should  be  revised  and 
increased  to  an  effective  five  per  cent.  This  was 
done  in  1902,  and  the  duties  so  levied  were  converted 
into  the  specific  tariff  which  is  that  now  in  force. 

In  addition  to  the  export  and  import  duties  this 
service  collects  also  (1)  a  coast  trade  duty  amounting 
to  one-half  of  the  import  or  export  tariff  duty;  (2) 
transit  duties  on  internal  trade,  amounting  to  one- 
half  the  import  or  export  duty,  and  levied  in  commutar 
tion  of  the  likin  payable  at  various  stations  on  inland 
routes  of  trade;  (3)  tonnage  dues  on  shipping,  and 
(4)  duty  and  likin  on  opium. 

The  receipts  derived  from  these  services  in  1910 
were  as  follows:  — 
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Import  duties,  TIb.  13,022,598.25  equals  U.  S.  $8,5^014.85 

Export  duties,  Tls.  12,980,270.12      "         "  $8,566,978.28 

Coast  Trade  duties,  Tls.    2,123,797.37      "         "  $1,401,706.26 

Opium  duties,  Tls.    1,212,998.72      ''         "  $  800,579.16 

Opium  likin,  Tls.    2,839,023.25      ''         ''  $1,873,755.34 

Tomiagedues,  Tls.    1,329,023.81      "         "  $  877,155.71 

Transit  dues,  Tls.    2,064,167.10      "        "  $1,362,350.29 


Total  Tls.  35,571,878.62      "         "     $23,477,439.89 

2.  Native  Customs.  The  tariff  enforced  by  the 
native  customs  varies  at  every  station,  and  in  most 
cases  it  is  antiquated.  That  of  Santuao,  when  the 
station  was  taken  over  in  1901,  dated  from  1725  a.d., 
that  at  Foochow  from  1731,  that  at  Ningpo  from 
1785,  and  that  at  Shanghai  from  1786. 

In  some  cases  the  lists  contain  articles  no  longer 
known  in  the  trade  of  the  port  and  omit  others  that 
have  become  items  of  considerable  importance.  In 
all  cases  the  original  tax  is  increased  by  extra  levies 
imder  a  variety  of  names,  such  as  the  meltage  fee 
at  various  stations,  duty  on  the  wrapper  or  box  con- 
taining the  goods,  an  equalization  fee  (i.  e.,  a  percentage 
charged  on  the  sum  total  of  the  duty),  and  other  fees. 
Certain  duties  are  charged  in  taels  but  paid  in  cash 
at  artificial  and  exorbitant  rates  of  exchange.  Three 
different  tariffs  were  applied  at  Kiungchow.  The 
system,  or  lack  of  system,  is  further  complicated  by 
unusual  methods  of  measurement,  by  differing  weights, 
and  calculation  of  various  duties  in  different  sorts  of 
money.  Then  there  are  to  be  added  application 
fees,  boatmens'  gratuities,  and  examiners  fees,  all 
of  which  have  become  fixed  and  legitimate  charges. 

As  a  rule  but  a  small  portion  of  the  collection  is  sent 
to  the  imperial  treasury,  the  greater  part  being  retained 
to  pay  armies  of  superfluous  assistants.  No  better 
description  can  be  given,  perhaps,  than  that  of  Mr. 
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Fred  Carey  in  his  report  upon  the  native  customs  of 
Santuao,  which  was  taken  over  by  the  Imperial  Mari- 
time Customs  in  1901 :  ^  — 

The  Native  Customs  revenue  is  derived  from  two  sources; 

(1)  Import  and  Export  duties, 

(2)  Fees  or  dues. 

The  duties  are  assessed  in  accordance  with  a  tariff  compiled  during 
the  reign  of  Yungcheng,  about  a.d.  1725,  and  approved  by  that 
Emperor.  The  duties  are  low;  they  average  about  two  and  one- 
half  per  cent  ad  valorem,  but  there  are  some  notable  exceptions. 
For  example  coarse  chinaware  (in  which  is  included  pottery)  pays 
more  than  ten  per  cent  ad  valorem.  The  tariff  is  obsolete  and 
cumbersome.  Many  goods  now  met  with  are  not  mentioned  in 
it  at  all,  while  in  other  cases  the  classification  is  too  minute.  Thus 
under  silk  piece-goods  there  are  more  than  six  hundred  subheadings. 
Dues  is  the  collective  term  now  used  to  describe  a  large  variety 
of  fees  which  were  formerly  levied  separately  and  under  various 
names  on  jimks  and  their  cargoes.  Though  undoubtedly  of  irregu- 
lar origin  these  charges  may  be  said  to  have  been  legalized  by  time 
and  usage.  Some  were  probably  introduced  to  make  up  for  anomar 
lies  or  deficiencies  in  the  tariff  proper;  a  few  are  of  the  nature  of 
tonnage  dues;  others  seem  to  have  been  volimtarily  subscribed 
by  traders  to  purchase  partiality  of  treatment,  clearance  at  night 
or  quick  despatch.  But  there  can  be  no  doubt  whatever  that  the 
majority  of  the  fees  were  instituted  for  the  purpose  of  supplementing 
the  official  pay  of  the  Native  CXistoms  employes,  which  under 
the  former  administration  was  entirely  inadequate.  For  the  same 
reason  what  were  intended  to  be  temporary  or  special  fees  often 
became  fixed  and  recurring  charges.  .  .  . 

The  various  fees  were  calculated  and  collected  separately.  A 
boat  bound  for  Ningpo  with  a  cargo  of  salt  fish  paid  six  separate 
fees.  In  addition  there  were  package  and  license  fees  which  had 
to  be  collected  in  one  or  other  of  nine  different  ways  according  to 
whether  the  boat  carried  ten,  twenty,  thirty  or  more  piculs.  .  .  . 

At  the  time  we  assumed  control  of  the  Native  CXistoms  the  amount 
of  revenue  that  had  to  be  remitted  by  the  Tungchung  office  to  the 
government  was  fixed  at  Tls.  9,000  per  annum.  In  addition  the 
director  paid,  it  is  said,  Tls.  2,000  to  the  provincial  authorities  as 
the  price  of  his  appointment.  The  staff  nimibered  nearly  six 
himdred  persons,  whose  salaries  ranged  from  Mex.  S0.50  to  Mex. 
$5.00  a  month.  During  the  first  year  of  our  administration, 
1901-^,  the  number  of  employes  was  reduced  to  96.  All  monies 
collected  were  brought  to  account  and  the  revenue  rose  at  once 

1  Native  Customs  Reports,  1902;  puUisbed  by  the  Imperial  Maritime  Customs. 
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to  Tls.  61,262.  Later  it  was  found  possible  further  to  reduce  the 
staff,  which  now  consists  of  seventy  employes  reasonably  paid 
and  comfortably  housed. 

The  condition  which  existed  at  Santuao  in  1901 
still  exists  where  the  office  remains  under  Chinese 
administration. 

The  revenue  derived  from  the  Native  Customs 
previous  to  1902  was  a  pretty  constant  quantity. 
A  certain  minimmn  amount  was  expected  from  a  station 
and  this  amoimt  was  rarely  exceeded,  the  surplus 
collected  being  retained  for  office  expenses.  The 
total  amount  expected  from  all  stations  in  1818  was 
Tls.  4,272,502,  —  at  the  present  rate  of  exchange, 
$2,777,126.  This  amount  included  the  original  tax 
and  the  additional  charges  that  had  become  legalized. 
How  far  it  fell  short  of  the  total  collected  can  be  esti- 
mated from  the  report  of  Mr.  Carey  just  quoted. 
If  we  assume  that  no  more  than  one-seventh  was 
reported,  as  in  the  case  of  Santuao,  the  total  exacted 
must  have  amounted  to  Tls.  29,000,000.  That  Santuao 
was  no  exception  to  the  general  rule  is  shown  by  reports 
from  other  ports.  Tientsin,  for  instance,  in  1900 
remitted  Tls.  70,000  to  Peking,  but  under  foreign 
supervision  this  sum  in  1906  had  grown  to  be  Tls. 
1,196,015.76. 

Generally  speaking  the  tariff  at  the  time  it  was 
fixed  represented  about  three  per  cent  ad  valorem. 
In  some  instances  it  still  remains  an  ad  valorem  tax 
at  this  rate.  In  most  cases  it  has  been  converted 
into  a  specific  charge  per  piece  or  per  bale  or  per  box. 

One  of  the  most  important  of  the  native  customs 
stations  is  that  of  the  Peking  Octroi,  which  is  classed 
with  the  Imperial  Customs  since  its  revenues  are 
appropriated  to  the  imperial  household.  Originally 
it  collected  duties  at  the  city  gates  only.    In  recent 
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years  it  has  extended  the  circle  of  its  operations  so  as 
to  cover  all  lines  of  trade  within  the  vicinity  of  the 
capital,  including  the  railway  lines  which  were  pro- 
viding transit  to  Mongolia  around  the  city.  This 
office  now  has  thirty  branch  stations,  some  of  them 
as  far  as  thirty-five  miles  from  the  city  gates;  and  its 
receipts  in  1008,  as  reported  in  the  Peking  Gazette, 
amounted  to  Tls.  314,964.47,  equal  to  $204,726.90. 

Now  that  so  many  offices  of  the  native  customs 
have  been  taken  over  by  the  Imperial  Maritime  Cus- 
toms, the  receipts  have  of  course  been  divided.  The 
collections  by  those  still  under  Chinese  administration 
are  unknown,  but  their  contributions  to  the  imperial 
exchequer  may  be  set  down  as  not  less  than  Tls.  3,000,- 
000  or  $1,950,000. 

3.  The  Native  Cvstoms  administered  by  the  Imperial 
Maritime  Customs  Service.  Nineteen  principal  stations 
and  fifty-seven  sub-stations  of  the  Native  Customs 
were  taken  over  by  the  Imperial  Maritime  Customs 
in  1901.  But  at  many  of  these  the  control  is  not 
complete.  In  some  instances  the  smaller  part  of  the 
collections  is  brought  under  the  cognizance  of  the 
foreign  officers.  At  several  ports  the  greater  number 
of  branch  offices  lie  outside  the  fifty-U  limit,  and  are 
therefore  entirely  within  the  control  of  the  old  officials. 
Where  the  Imperial  Maritime  Customs  has  taken 
charge  there  is  still  no  uniform  tariff  enforced,  but 
the  old  tariffs  have  been  sunplified  and  various  fees 
have  been  consoUdated  in  one  charge.  Favoritism 
and  corruption  have  been  checked  and  the  staff  of  each 
station  has  been  reduced  to  a  reasonable  number  and 
the  salaries  increased.  The  collections  are  more  ac- 
curately accounted  for  than  in  the  past,  and  the  revenue 
therefore  has  been  largely  augmented.  The  total 
smn  collected  by  these  stations  in  1909  was  Tls.  3,- 
144,335.63,  or  $2,043,818.16. 


Digitized  by  VjOOQ  IC 


TAXATION  IN  CHINA  499 


III.      LiKIN 


likin  stations,  which  are  sometimes  confused  with 
those  of  the  native  customs  and  sometimes  with  those 
of  the  octroi  offices  at  the  city  gates,  are  distinct 
from  both.  They  are  barriers  where  duties  are  col- 
lected, sometimes  on  one  article  of  merchandise,  some- 
times on  all,  in  transit  from  one  part  of  the  empire 
to  another.  This  tax  is  of  recent  origin,  dating  from 
the  time  of  the  Taiping  Rebellion,  1852-66.  The 
imperial  government,  being  in  need  of  fimds  for  the 
suppression  of  the  rebellion,  levied  a  tax  on  merchan- 
dise in  transit,  which,  as  the  word  itself  indicates, 
was  to  be  at  the  rate  of  one  per  mille  ad  valorem. 
The  rate  soon  advanced,  however,  and  the  tax,  fostered 
by  the  usual  methods  of  manipulating  exchange  and 
incorporating  unauthorized  fees,  grew  so  heavy  as  to 
become  a  burden  upon  trade.  When  the  Taiping 
Rebellion  had  been  brought  to  an  end  its  collection 
had  become  so  well  established  as  to  have  the  authority 
of  ''  old  custom,"  than  which  there  is  nothing  more 
powerful  in  China.  Despite  the  complaints  of  foreign 
and  native  merchants  and  the  efforts  of  the  diplomatic 
representatives  to  get  rid  of  them,  the  barriers  still 
remain  and  the  duties  are  still  collected. 

The  rate  may  be  said  to  average  about  two  and  one- 
half  per  cent  ad  valorem,  but  there  is  no  uniformity 
in  the  levy.  The  amoimts  paid  are  largely  the  result 
of  bargain  between  the  merchant  and  the  collector, 
and  inasmuch  as  there  is  frequently  a  choice  of  routes 
by  which  goods  may  be  sent  from  one  district  to 
another,  the  hkin  stations  not  infrequently  compete 
with  one  another  to  secure  the  patronage  of  a  merchant 
by  offering  him  lower  rates  than  those  of  the  schedule. 
They  are  f oimd  in  greater  or  lesser  niunbers  in  most 
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of  the  provinces,  but  they  are  especially  numerous 
in  the  lower  Yangtze  Valley,  and  in  the  provinces  of 
Kuangtung  and  Kuangsi,  in  the  southern  part  of  the 
empire.  There  are  five  stations  on  the  water  route 
between  Shanghai  and  Soochow,  a  distance  of  but 
eighty  miles.  Morse  mentions  ^  that  along  the  Grand 
Canal  between  Hangchow  and  Chinkiang  they  are 
established  at  distances  of  about  ten  miles  one  from 
another,  every  alternate  one  collecting  duties,  the 
others  preventing  smuggling. 

In  the  British  treaty  of  Nanking  (1S42),  it  had 
been  stipulated  that  merchants  should  be  ^owed  to 
clear  their  goods,  whether  imports  or  exports,  of  all 
charges  by  the  payment  of  one  siun,  which  should 
not  exceed  a  certam  per  cent  of  the  tariff  value  of  the 
goods.  The  treaty  was  signed,  however,  without 
stating  what  per  cent  of  the  tariff  value  should  be 
paid.  Complaints  of  excessive  charges  increased  until 
1858,  when  the  Tientsin  treaties  provided  that  the 
charge  should  be  as  nearly  as  possible  two  and  one- 
half  per  cent  ad  valorem,  on  payment  of  which  the 
goods  should  be  exempted  from  all  fmther  inland 
charges  whatsoever. 

Even  this  clear  statement,  however,  was  not  suffi- 
cient to  prevent  the  levy  of  other  inland  charges, 
even  tho  the  goods  had  paid  the  commutation  transit 
tax  and  were  accompanied  by  a  certificate  to  that 
effect.  In  the  eyes  of  Chinese  local  officials,  anxious 
to  increase  their  own  revenues,  the  provisions  of  the 
treaty  referred  only  to  foreign  goods  while  owned 
by  foreign  merchants  or  still  in  their  possession.  The 
Japanese  treaty  of  1896,  therefore,  defined  the  practice 
still  more  car^ully.  The  goods  were  to  be  exempted 
by  payment  of  the  transit  tax  from  all  internal  taxes, 

1  Trade  and  Administration  of  the  Chinese  Empire,  p.  107. 
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imposts,  duties,  likin  charges,  and  exactions  of  every 
nature  and  kind  whatsoever,  no  matter  what  the 
nationality  of  the  owner  or  possessor. 

Notwithstanding  this  provision,  attempts  are  con- 
tinually being  made  to  increase  the  taxation  of  foreign 
goods  imported  into  China  and  to  add  to  the  revenue 
from  Chinese  goods  exported  abroad.  In  some  in- 
stances the  friction  between  the  foreign  merchant 
and  the  Chinese  official  is  due  to  misunderstanding. 
The  production  and  consumption  taxes  and  the  octroi 
are  all  older  than  the  Ukin  and  are  levied  for  local 
purposes.  The  foreigner  is  apt  to  regard  them  all 
alike  as  Ukin.  The  Chinese  officer  is  equally  mistaken 
in  supposing  that  the  transit  certificate  clears  the 
goods  of  transit  duty  only.  Nevertheless  this  was 
the  original  intent  of  the  treaties  and  the  later  provisions 
do  not,  perhaps,  take  sufficient  accoimt  of  the  need 
of  revenue  for  local  uses. 

The  latest  commercial  treaties,  the  British  of  1902, 
and  the  American  of  1903,  contain  elaborate  provisions 
for  the  abolition  of  ''  Ukin  and  all  other  transit  duties 
throughout  the  empire,''  in  return  for  which  the 
United  States  agrees  to  allow  a  surtax  in  excess  of  the 
tariff  rates  both  on  imports  and  on  exports.  This 
arrangement  is  not  in  force  imtil  accepted  by  all  the 
treaty  powers,  and  up  to  the  present  but  three  nations 
have  consented.  Great  Britain,  Japan,  and  the  United 
States. 

The  amount  of  the  revenue  derived  from  Ukin  is 
unknown,  and  the  actual  collection  from  the  people 
it  is  still  more  impossible  to  discover.  The  Ukin 
offices  are  entirely  independent  of  the  tax  coUecting 
agencies  and  do  not  publish  any  reports.  Parker, 
and  after  him  Morse,^  estimate  the  total  coUection, 

i  Trade  and  Adxnimstration  of  the  Chineoe  Empire,  p.  110. 
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exclusive  of  likin  on  opium,  at  Tls.  34,382,260  or 
$22,348,469.  The  likin  on  foreigii  opium  is  collected 
by  the  Imperial  Maritime  Customs  at  the  port  of  entry. 
Formerly  native  opium  was  taxed  at  the  likin  barriers, 
but  in  recent  years  all  taxes  on  the  drug  have  been 
consolidated  into  one  charge  of  115  Kuping  Tads 
for  every  100  catties,  u  e.,  $0.56  a  pound.  This  is 
collected  by  a  special  bureau,  and  with  the  gradual 
suppression  of  poppy  cultiure  throughout  the  empire 
the  receipts  from  this  source  are  year  by  year  growing 
less. 

The  Provisional  National  Assembly,  in  its  budget 
submitted  in  January,  1911,  estimated  the  total  likin 
revenue  at  Tls.  44,176,541,  or  $28,714,752. 

IV.    The  Salt  Gabelle 

One  of  the  most  interesting  forms  of  taxation  in 
China,  of  very  high  antiquity,  dating  from  the  seventh 
century  B.C.,  is  the  salt  gabelle,  commonly  called  the 
govenmient  salt  monopoly.  The  term  is  inappropri- 
ate, since  the  government  does  not  engage  directly  in 
the  manufacture  of  salt,  and,  except  in  Szechuen,  does 
not  concern  itself  directly  with  its  sale.  It  merely 
exercises  strict  control  of  manufacture,  transport,  and 
sale.  Salt  is  manufactured  along  the  coast  from  sea 
water,  in  Shansi  and  Mongolia  from  salt  lakes,  and  in 
Szechuen  from  deep  wells. 

For  the  administration  of  the  salt  gabelle  the  empire 
is  divided  into  eleven  districts.  Each  district  has  its 
army  of  officials  and  guards.  They  prevent  illicit 
manufacture  and  smuggling;  and  they  see  that  licensed 
manufacturers  and  merchants  pay  the  proper  fees 
and  taxes,  that  they  buy  and  sell  at  authorized  prices 
and  distribute  according  to  regulation  within  the  per- 
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mitted  areas.  Each  district,  however,  has  its  own 
methods  of  taxation  and  administration. 

Along  the  sea-coast  the  proprietors  of  the  salt  lands 
are  taxed  on  their  acreage,  as  mentioned  above  in 
discussing  the  land  tax.  In  addition  a  vat  license 
is  imposed.  The  salt  is  evaporated,  by  private  enter- 
prise but  imder  official  supervision,  in  vats  in  the  sun 
or  in  pans  over  the  fire,  and  is  transported  under 
guard  to  the  government  depots,  where  it  pays  storage 
until  it  is  sold  to  licensed  merchants  at  a  price  fixed 
by  the  government.  The  sales  are  taxed  at  a  varying 
rate  but  generally  about  Tls.  4  to  Tls.  6,  i.  e.,  $2.60 
to  $3.90  per  yin.  A  yin  varies  from  225  to  600  catties 
according  to  locality,  i.  e.,  from  169  to  450  pounds. 

The  licensed  merchant  has  paid  a  considerable  sum 
for  his  license.  In  1887,  E.  H.  Parker,^  writing  upon 
this  subject,  reported  the  cost  for  the  southern  Huai 
region  as  having  been  formerly  Tls.  4000  each,  t.  e. 
$2600,  but  as  reduced  to  Tls.  3600  or  $2,340.  But 
certainly  the  licenses  are  worth  a  much  larger  sum 
today,  for  the  number  allotted  to  each  province  is 
limited,  so  that  a  few  men  control  the  salt  supply  of 
the  whole  province.  Morse  estimates  that  new  issues 
now  would  command  Tls.  10,000  to  Tls.  12,000  each, 
or  from  $6500  to  $7800.* 

These  merchants  must  take  their  turn  in  buying 
salt  and  these  turns  come  only  about  once  in  two 
years.  The  license  permits  the  purchase  of  a  definite 
amount  of  salt.  In  the  Hupdi  district,  according 
to  Morse,  this  amoimt  is  fixed  at  3,750  piculs. 

The  merchant  transports  the  salt  under  official 
supervii^on  to  the  provincial  station  at  which  he  is 
allowed  to  sell,  and  there  storage  is  paid  again  until 

>  Journal  of  Chioft  Brandi  of  the  Royal  Aaiatio  Society,  "  Salt  Revenue  of  China." 
*  Trade  and  Administration  of  the  Chinese  Empire,  p.  102. 
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it  passes  into  the  hands  of  the  retail  dealer  at  a  price 
which  is  fixed  by  the  government.  The  retail  dealer 
also  must  have  a  license,  and  he  sells  to  the  consumer 
at  a  rate  which  is  again  determined  by  the  government. 
These  prices  have  been  increased  in  recent  years  to 
cover  the  increase  in  taxation.  At  present  in  Peking 
a  catty  (one  and  one-third  pounds)  of  salt  sells  at 
retail  for  about  $0.03,  that  is  about  $2.25  for  100 
poimds.  The  original  cost  of  this  100  pounds  is  esti- 
mated as  not  more  than  $0.15.  The  remaining  $2.10 
represents  the  cost  of  transportation,  taxation,  and  the 
profit  of  the  merchant.  The  total  taxation  may  be 
set  down  as  about  $1.75  per  100  pounds. 

Von  Rosthom,  in  the  Journal  of  the  China  Branch 
of  the  Royal  Asiatic  Society  for  1892-93,*  gives  an  in- 
teresting account  of  the  salt  administration  of  Szechuen, 
the  westernmost  province  of  China.  Salt  there  is 
obtained  by  evaporating  brine  that  is  pumped  up 
from  deep  wells.  Other  wells  supply  a  natural  gas 
which  is  used  for  heating  the  pans.  It  appears  that 
various  methods  of  taxation  have  been  tried  in  Szechuen. 
The  latest,  which  seems  to  give  more  satisfaction 
than  those  of  earlier  times,  leaves  production  and 
ultimate  sale  to  private  enterprise.  The  government 
levies  a  tax  on  the  wells.  It  also  purchases  the  salt 
from  the  producer  and  transports  it  to  depots  for 
distribution,  where  it  sells  to  the  trade  at  a  profit. 
In  1882  there  were  8,830  salt  wells  in  the  province 
and  10  natural  gas  wells.  2,371,088  piculs  of  licensed 
salt  were  produced,  besides  a  certain  amoimt  known 
as  the  surplus  salt,  which  was  distributed  under  special 
regulations.  The  revenue  derived  from  tha  sale  of 
Ucensed  salt  was  Tls.  2,000,000  per  annum.  Inasmuch 
as  15  per  cent  of  the  total  weight  was  allowed  for 

1  "  The  Salt  Administration  of  Sseohuen.'* 
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waste,  the  salt  that  paid  the  tax  amoiinted  to  but 
httle  more  than  two  miUion  piculs,  so  that  we  may  say 
the  tax  m  roimd  numbers  amoimted  to  Tls.  1.00  a 
picul,  that  is  $0.49  per  100  poimds.  In  addition  to 
this,  however,  the  salt  is  taxed  again  in  crossing  the 
borders  into  adjoining  provinces.  On  passing  down 
the  Yangtze  into  Hupeh  Province,  for  instance,  it 
pays  altogether  18  cash  a  catty,  or  an  additional 
$0.49  per  100  poimds. 

The  surplus  salt  is  sold  in  small  quantities,  not 
more  than  80  catties  to  any  one  person,  under  strict 
regulations.  It  is  again  subject  to  a  variety  of  taxation, 
such  as  the  license  fee  of  about  $10  or  $12  for  every 
133i  pounds,  the  duty,  likin,  examination,  and  other 
fees. 

The  actual  amoimts  collected,  whether  along  the 
coast  or  inland,  are  imknown.  There  are  many 
different  scales  used  and  much  manipulation  of  ex- 
change, and  there  are  no  accurate  statistics  of  produ- 
tion.  In  1800  the  output  was  reported  as  about 
twenty  million  piculs.  It  is  today  certainly  not 
less  than  twenty-five  millions,  i.  e.,  3,300,000,000 
pounds,  which  if  imiformly  taxed  at  $1.75  per  100 
pounds  would  yield  a  revenue  of  $57,750,000  per 
annum.  Mr.  Morse  estimates  the  total  collection 
from  the  people  at  Tls.  81,000,000,  i. «.,  $52,650,000, 
of  which  Tls.  64,000,000,  or  $41,600,000,  is  taxation. 
The  fixed  annual  remittance  to  Peking  is  put  down 
as  no  more  than  Tls.  13,000,000.  The  Provisional 
National  Assembly  in  its  budget  for  1911  reckoned 
salt  and  tea  taxes  together  as  Tls.  47,621,920,  t. «., 
$30,954,248. 

The  amount  of  revenue  derivable  from  this  source 
is  of  interest  to  foreign  governments,  since  it  is  one 
of  the  items  pledged  for  the  payment  of  the  so-called 
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"  Boxer "  indemnity.  Since  the  revolution  now  in 
progress  has  ab-eady  caused  China  to  default  on  pay- 
ments due  on  the  indenmity,  it  is  not  improbable 
that  the  creditor  nations  may  have  to  take  over  the 
administration  of  the  salt  gabelle. 

V.    The  Grain  Tmbtjte 

Another  imusual  form  of  taxation  remains  to  be 
noticed,  the  tribute  or  contribution  in  kind,  a  survival 
from  primitive  times.  The  contributions  consist  of 
silks,  porcelain,  tea,  wood,  copper,  and  many  other 
articles  rare  and  precious.  But  the  most  important 
is  the  contribution  of  grain.  This  is  levied  on  eight 
of  the  provinces.  Four  of  these  for  half  a  century 
or  more  have  been  allowed  to  commute  the  tax  for  a 
money  payment. 

The  grain  tribute  consists  chiefly  of  rice,  but  includes 
also  wheat,  barley,  and  beans.  It  is  set  aside  for  the 
support  of  the  banner-men,  who  are  located  as  garri- 
sons in  various  parts  of  the  empire.  So  long  as  they 
are  carried  on  the  rolls  as  in  active  service  they  receive 
pensions  in  money  and  in  grain.  The  Ta  ChHng 
Hut  Tien  gives  the  amoimts  of  these  pensions,  which 
are  graded  according  to  the  rank  of  the  individual. 
An  imperial  prince  of  the  first  order  receives  Tls. 
10,000,  or  $6500  per  anniun,  and  20,400  bushels  of 
rice.  Common  soldiers  of  the  lowest  rank  receive 
Tls.  2  to  Tls.  4,  or  $1.30  to  $2.00  per  month,  together 
with  a  correspondingly  small  allowance  of  rice.^ 

The  graiQ  tribute  is  levied  on  the  provinces  rather 
than  on  individuals.  Apparently  the  local  authorities 
distribute  the  burden  among  the  individual  land- 
owners.   The  clue  to  the  rates  per  mou  is  foimd  in 

1  It  18  estimBted  that  the  pennons  of  the  Peking  garxiaon,  induding  the  princes, 
•mount  to  TU.  7.000,000  per  annum,  i.  e.,  $4,550,000. 
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edicts  contained  in  the  ''  Complete  Book  of  the  Grain 
Tribute/'  which  fix  the  levy  upon  certaiQ  foreshore 
lands  reclaimed  from  the  rivers.  In  one  instance 
in  Anhui  the  tribute  was  fixed  at  .24  Um  per  moUj  i.  e., 
one-fifth  of  a  peck  per  acre.  In  a  case  quoted  by  Morse 
the  original  levy  was  .0069  picul  per  moti,  in  another 
•00596  picul  per  mou.  But  in  the  first  case  the  grain 
was  priced  at  6000  cash  a  picul  and  in  the  second 
at  7000.  And  in  both  the  levy  was  increased  by 
various  additions,  until  the  tax  was  twice  as  great 
as  the  original  assessment  in  one  case  and  in  the  other 
one  and  a  half  times  as  great;  while  if  we  commute 
the  tax  at  the  market  rate  of  the  grainy  the  sum  de- 
manded was  not  less  than  five  or  six  times  the  original 
levy.  In  keeping  with  this  treatment  of  the  individ- 
uals the  assessments  upon  the  provinces  have  been 
gradually  increased  by  various  supplementary  charges, 
such  as  commutation  payments  in  Ueu  of  matting  to 
enclose  the  grain,  poles,  and  other  wood  for  the  bins 
and  the  granaries,  cost  of  transportation,  and  repairs 
to  the  transport  boats. 

The  original  assessment  was  3,300,000  picuLs,  which 
a  hundred  years  ago  had  ab-eady  grown  to  be  about 
5,300,000  piculs.  If  we  take  it  to  be  now  not  less  than 
6,000,000  piculs  and  convert  it  at  6000  cash  a  picul 
(as  in  one  of  the  cases  cited  by  Mr.  Morse)  and  reduce 
the  cash  to  taels  at  a  fair  rate,  we  shall  find  the  value 
of  the  grain  tribute  to  be  not  less  than  Tls.  21,000,000 
or  $13,650,000  per  annimi.  Morse  himself  estimates 
it  at  more  than  Tls.  25,000,000,  i.  e.,  $16,250,000. 

VI.    Miscellaneous  Taxes 

One  curious  source  of  revenue  mentioned  in  the 
budget  of  1911  is  the  sale  of  rank;  not  patents  of 
nobility,  but  the  right  to  wear  an  official  button. 
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By  this  method  it  was  estimated  that  Tls.  5,652,333, 
or  $3,661,016,  would  be  raised  in  the  year  mentioned. 

The  tax  on  tea  varies  from  province  to  province, 
but  we  may  take  that  of  Hupeh  as  fairly  representative. 
A  report  of  the  Commissioner  of  Customs  at  Hankow 
in  1888  stated  that  the  various  taxes  known  there 
amoimted  altogether  to  about  Haikuang  Tls.  4.27 
per  picul,  including  the  export  duty.  The  total 
export  of  tea  of  all  kinds  in  1910  was  1,560,800  piculs. 
If  we  assume  the  average  taxation  to  amount  to  Hai- 
kuang Tls.  4.00  per  picul,  the  revenue  from  this  source 
would  amount  to  Tls.  6,243,200,  or  $4,120,512.1 

Other  sources  of  imperial  revenue  are  the  reed  tax, 
which  is  levied  upon  the  tall  reeds  grown  on  govern- 
ment lands  and  used  for  basket  work  and  fuel,  the 
fisheries  tax,  and  mining  royalties. 

For  local  purposes  taxes  are  levied  sometimes  upon 
the  houses  of  a  city  according  to  size.  Pawn  shops 
and  wine  shops  are  Ucensed.  The  sale  of  opium  and 
the  permit  to  smoke  it  are  also  Ucensed.  Transfers 
of  real  estate  must  pay  a  fee  for  registration  amoimting 
generally  to  8  per  cent  of  the  selling  price  as  recorded 
in  the  deed.  Recentl  ^  the  last  mentioned  fees  have 
been  devoted  to  the  support  of  the  new  school  system. 

In  some  cities  there  is  a  vehicular  tax,  ostensibly 
for  the  upkeep  of  the  new  streets  which  have  been 
constructed.  I  have  referred  already  to  the  octroi, 
and  the  production  and  consumption  taxes  levied 
for  municipal  purposes.  These  imdoubtedly  produce 
considerable  revenue,  but  the  amount  is  imknown. 

Owing  to  the  increased  demand  for  fimds  occasioned 
by  the  reforms  of  the  past  ten  years,  new  sources  of 
revenue  are  being  continually  sought.    Several  times 

1  Hub  doM  not  of  ooune  inolade  the  reveiuM  from  tea  consumed  in  China,  the  tax 
on  which  will  averace  probably  TIb.  1.60  a  picul. 
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recently  the  attempt  has  been  made  to  introduce  a 
stamp  tax,  and  the  stamps  mdeed  have  been  printed. 
Commercial  docimients  of  all  sorts  were  to  be  sub- 
jected to  a  light  impost.  But  the  opposition  encoun- 
tered has  up  to  the  present  prevented  the  enforcement 
of  the  decree. 

Accepting  the  estimate  of  the  Provisional  Assembly 
and  adding  thereto  the  tea  tax  and  revenues  from 
sale  of  rank,  which  are  not  included  in  the  Assembly's 
estimate,  the  miscellaneous  taxes  may  be  set  down  as 
Tls.  38,059,375,  or  $24,738,594. 

This  inquiry  into  the  fiscal  system  of  China  enables 
one  to  estimate  the  total  amount  of  the  imperial 
revenue  as  follows:  — 

Land  and  Grain  Tax  ....Tls.  48,000,000  »  $31,200,000 

Imperial  Maritime  Customs  "  36,000,000  »  $23,400,000 
Native  Customs  adminis- 
tered   by    I.    M. 

Customs "  3,100,000  »  $2,046,000 

Native  Customs  adminis- 
tered by  Chinese  ....''  3,000,000  -  $1,950,000 

Likin      "  43,000,000  -  $27,960,000 

Salt  Gabelle    "  57,000,000  -  $37,050,000 

Grain  Tribute  "  21,000,000  -  $13,650,000 

Miscellaneous  Taxes "  38,000,000  -  $24,700,000 

Total Tls.    249,100,000  «     $161,946,000 

There  should  be  added  the  income  from  imperial 
property,  which  is  set  down  in  the  budget  as  about 
Tls.  47,000,000,  i.e.  $30,560,000,  and  the  proceeds 
of  loans,  Tls.  3,660,000,  or  $2,314,000,  thus  making 
a  grand  total  of  Tls.  283,210,000,  equivalent  to  $184,- 
086,500.  The  Provisional  National  Assembly  estimates 
the  total  at  Tls.  301,910,296,  and  Morse  sets  it  down 
as  Tls.  284,164,000. 

The  provincial  revenues  were  estimated  in  1911  by 
the  Ministry  of  Finance  at  Tls.  322,000,000. 
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It  would  scarcely  be  proper  to  close  this  sxirvey 
without  some  reference  to  China's  ability  to  meet 
its  foreign  obligations.  The  various  foreign  loans 
and  the  ''  Boxer "  indemnity  together  total  nearly 
£142,000,000,  the  charge  on  which  for  1912  will  amount 
to  about  £9,000,000.  If  we  r^ard  the  revenue  of 
China  as  amoimting  to  £40,000,000,  which  is  about 
the  estimate  of  the  Provincial  National  Assembly, 
there  will  be  left  but  £31,000,000,  for  all  the  expenses 
of  the  Govenmient,  a  sum  which  would  seem  totally 
inadequate  for  such  a  vast  empire. 

Tlie  Board  of  Finance  estimated  the  available  revenue 
at  £39,513,975,  and  the  necessary  expenditure  at 
£45,061,206,  thus  leaving  a  deficit  of  £5,547,231. 
The  Provisional  Assembly  thereupon  increased  the 
estimate  of  revenue  to  Tls.  301,910,296,  that  is  about 
£40,000,000,  and  cut  down  the  proposed  expenditure 
by  Tls.  77,907,292,  making  them  Tls.  298,448,366, 
thus  securing  a  balance  in  favor  of  the  Treasury  of 
Tls.  3,461,931,  the  equivalent  of  £460,645. 

These  figures  confirm  the  opinion  expressed  in  the 
opening  sentence  of  this  paper,  that  one  of  China's 
greatest  needs  at  present  is  a  revision  of  her  fiscal 
system.  China  is  naturally  a  wealthy  empire.  Its 
resources  are  vast  and  largely  undeveloped  and  its 
people  are  industrious  and  frugal.  There  is  no  good 
reason  why  it  should  not  with  ease  meet  every  financial 
obligation.  But  the  vast  changes  contemplated  in 
the  program  of  reform  necessarily  call  for  a  great 
increase  in  expenditure,  and  this  can  only  be  met  by 
a  corresponding  readjustment  of  the  finances. 


E.  T.  Williams. 


Ambbican  Legation, 
Pbkino,  China. 
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MOORE'S  LAWS  OF  WAGES » 

It  is  with  no  little  diffidence  that  I  undertake  a  notice 
of  Professor  Moore's  book.  The  mathematical  tool  is  not 
at  my  commandi  and  I  can  only  accept  with  gratitude  the 
results  of  its  use  by  Professor  Moore.  Of  his  mastery  of 
it  there  can  be  no  doubt;  nor  can  there  be  doubt  of  the 
high  scholarly  quality  shown  throughout  this  volume. 
Professor  Moore  brings  to  his  task  a  wide  acquaintance 
with  the  most  difficult  parts  of  the  literature  of  economics 
and  statistics,  a  full  appreciation  of  its  large  problems, 
a  judicial  spirit,  and  a  dignified  style.  He  is  one  of  the 
select  few  who  are  able  to  apply  the  methods  of  physical 
science  to  social  phenomena,  and  has  high  hopes  for  the 
progress  of  economics  under  these  methods.  His  book  is 
intended  to  give  examples  of  the  results  which  may  thus 
be  reached.  Regarding  these  results,  as  they  impress  a 
non-mathematical  economist,  I  venture  to  say  something. 

The  several  chapters  take  up  certain  laws  of  wages,  and 
their  statistical  confirmation.  The  topics  may  be  divided 
into  several  groups:  the  relation  of  wages  to  the  means  of 
subsistence  and  the  standard  of  living;  the  relation  of  wages 
to  strikes  and  to  large-scale  production;  and,  most  interest- 
ing of  all  in  its  bearing  on  economic  principles,  the  relation 
of  wages  to  the  specific  productivity  of  labor.  This  is  not 
the  order  in  which  the  subjects  are  arranged  in  the  book, 
but  is  that  in  which  it  will  be  convenient  to  consider  them 
here.  Needless  to  say,  in  all  of  them  Professor  Moore 
recognizes  the  existence  of  two  distinct  problems.    On  the 

1  Laws  of  Wages;  an  Essay  in  Statistical  Economics.  By  Henry  Ludwell  Moore, 
Professor  of  Political  Economy  in  Columbia  University.  New  York:  The  Macmillan 
Co.    Pp.  196. 
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one  handy  there  is  the  question  what  sort  of  correlation  in 
fact  exists:  how  wages  are  found  to  vary  with  the  cost 
of  subsistence,  or  to  be  raised  when  there  are  strikes,  or  to 
be  higher  or  lower  as  production  is  on  a  larger  or  smaller 
scale.  On  the  other  hand,  there  is  the  more  fundamental 
question  of  the  explanation  of  the  correlation:  whether 
the  connection  is  one  of  cause  and  effect,  or  (say)  of  the  action 
of  a  third  cause  on  both  the  compared  phenomena.  On 
the  first  set  of  problems,  the  existence  and  extent  of  correla- 
tion, I  can  do  no  more,  to  repeat,  than  accept  gratefully 
Professor  Moore's  skilful  and  lucid  exposition.  On  the 
second  set,  I  confess  to  some  doubts  and  difficulties. 

On  the  group  of  problems  first  considered  in  the  book,  — 
the  relation  of  wages  to  the  price  of  necessaries  and  to  the 
standard  of  living,  —  Professor  Moore  uses  the  French 
Report  of  1893-97  on  wages.  Comparing  the  different 
departments  of  France,  he  finds  that  there  is  no  such  correla- 
tion between  wages  and  the  cost  of  subsistence  as  to  indicate 
a  close  relation,  still  less  a  causal  relation.  But  he  does 
find  a  close  correlation,  tho  "  not  so  high  as  to  justify  the 
inference  of  a  cause  and  effect  relation  **  (page  176),  between 
wages  and  the  standard  of  living.  The  standard  of  living 
is  measm-ed  by  the  ordinary  prix  de  pension,  or  price  of 
board  and  lodging,  in  the  different  departments.  Pro- 
fessor Moore  explains  (in  a  footnote,  p.  38)  that  the  prix 
de  pension  absorbs  76  per  cent  of  the  wages  of  unskilled 
laborers,  and  '' therefore  represents  with  a  high  degree  of 
accuracy  the  effort  of  the  unskilled  laborer  to  maintain  a 
standard  that  varies  from  department  to  department." 
I  gather  that  he  believes  mere  habituation,  and  insistence 
on  better  board  and  lodging,  operate  to  bring  about  higher 
wages.  It  may  be  so;  but  possibly  the  connection  runs 
the  other  way,  —  higher  wages,  due  to  other  causes,  may 
lead  the  laborer  to  spend  more  tiberally  on  his  pension. 
Local  variations  in  wages  are  doubtless  greater  than  econo- 
mists have  usually  assumed,  and  little  has  been  said  about 
their  causes.  It  would  seem  to  be  clear,  however,  that 
Professor  Moore's  method  of  inquiry  throws  no  light  on  a 
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more  fundamental  relation  between  wages  and  the  standard 
of  living,  —  that  which  is  connected  with  the  movement 
of  population.  We  might  expect,  for  example,  that  the 
birthrate  would  decline  if  wages  were  below  a  given  standard 
of  livii^,  and  rise  if  they  were  above  it.  Perhaps,  in  a 
strict  sense,  this  is  the  only  causal  connection  between 
wages  and  the  standard  of  living  which  could  be  considered 
permanent. 

A  second  set  of  inquiries  in  the  book  relates  to  the  influence 
on  wages  of  labor  organizations  and  strikes,  and  of  large- 
scale  production.  On  the  former  Professor  Moore  uses  the 
United  States  Department  of  Labor's  Report  on  Strikes 
and  Lockouts  (1906).  He  finds  that  strikes  ordered  by 
labor  organizations  are  somewhat  more  likely  to  succeed 
than  strikes  not  so  ordered;  that  strength  of  organization 
goes  with  probability  of  success;  and  that  the  greater  the 
diuration  of  a  strike,  the  less  its  probability  of  success.  Pro- 
fessor Moore  would  be  the  last  person  to  say  that  these 
were  novel  conclusions;  we  are  none  the  less  indebted  for 
their  exact  and  guarded  formulation.  On  the  other  point, 
the  relation  of  wages  to  large^cale  production,  the  results 
are  distinctly  novel.  On  the  basis  of  Italian  statistics 
it  is  concluded  that  the  larger  establishments  pay  the  higher 
wages,  select  the  younger  and  more  efficient  laborers,  give 
more  employment  and  more  continuous  emplo3nQient;  and 
on  the  basis  of  French  statistics,  that  their  working  day 
is  shorter.  These  interesting  generalizations  unfortimately 
seem  to  rest  on  narrow  data.  Most  of  them  are  derived 
from  an  Italian  investigation  of  1905  on  the  emplo3nQient 
of  women  in  the  textile  industries  of  that  country  (excluding 
silk).  We  cannot  be  sure  that  the  same  results  would  be 
found  in  countries  like  England,  Germany,  the  United  States. 
One  would  much  wish  to  ascertain  whether  the  same  correla- 
tions appeared  in  the  more  advanced  countries. 

We  come  finally  to  those  parts  of  the  book  which  have 
most  interest  for  economic  theory,  —  on  the  relation  of 
wages  to  the  productivity  of  labor.  Professor  Moore  finds 
that  the  specific  productivity  theory  is  verified  by  his  re- 
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suits.  But  the  eiguificanoe  of  these  results  depends  very 
much  on  the  sense  in  which  one  takes  the  theory.  I  confess 
that  I  had  understood  it  in  a  different  sense  from  that  of 
Professor  Moore;  or  rather,  the  difficult  and  disputable 
points  seem  to  me  different. 

Every  economist  is  familiar  with  the  distinction  between 
the  causes  that  act  on  gaieral  wages  and  those  that  act  on 
the  wages  of  particular  individuals  or  particular  groups. 
As  regards  the  former,  we  are  still  floundering;  as  r^^ds 
the  latter,  we  are  on  comparatively  firm  ground.  As  r^^ds 
general  wages,  we  have  discarded  the  wages-fund  doctrine 
and  the  residual-claimant  doctrine,  and  we  are  now  threshing 
out  the  specific-product  doctrine.  But  on  particular  wages 
there  never  has  been  occasion  to  revise  older  theories  to  the 
same  extent,  and  there  is  now  an  approach  at  least  to  a 
consensus  of  opinion.  Adam  Smith's  teachings  on  the  dif- 
ferences of  wages  are  still  useful  as  a  starting  point;  Caimes's 
doctrine  of  non-competing  groups  made  clear  the  problem 
and  the  direction  in  which  to  look  for  its  solution;  the 
marginal  principle  supplies  the  key.  Relative  wages  depend 
on  the  marginal  efficiency  of  each  several  kind  of  labor; 
a  conclusion  which  is  in  the  nature  of  a  corollary  to  the 
proposition  that  the  exchange  value  of  conomodities  and 
services  depends  on  their  marginal  utility.  One  may  use 
the  phrases  *^  marginal  efficiency  "  or  "  marginal  serviceable- 
ness  "  or  "  marginal  productivity  "  or  *'  specific  productiv- 
ity"; they  mean  essentially  the  same  thing.  A  more 
efficient  worker  gets  more  than  a  less  efficient.  On  all 
this  we  are  agreed,  and  on  the  main  lines  of  explanation. 

But  the  statements  that  there  is  a  separable  product 
of  labor,  distinct  from  the  product  of  capital,  and  that  the 
general  rate  of  wages  depends  on  this  specific  product  of 
labor,  seem  to  involve  different  reasoning;  and  it  is  reasoning 
on  which  we  are  by  no  means  agreed.  Some  of  us  believe 
that  these  propositions  (taking  them  together)  lead  to 
reasoning  in  a  circle.  Such,  for  example,  is  the  opinion  of 
Professor  Bohm-Bawerk;  such  seems  to  be  that  of  Professor 
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Marshall.^  These  two  thingisi,  at  all  events  —  particular 
wages  and  general  wages  —  do  not  seem  to  be  kept  distinct 
with  sufficient  clearness  in  Professor  Moore's  pages.  Most 
of  his  calculations  and  correlations  on  specific  productivity 
relate  to  relative  wages,  and  have  no  significance  as  r^ards 
genaral  wages.  In  Chapter  IV,  he  considers  the  distribution 
of  ability  and  its  eflFects  on  relative  wages;  and,  in  Chapter 
VI,  the  variation  of  wages  with  age  and  with  the  efficiency 
that  depends  on  age.  These  are  interesting  and  valuable 
discussions.  But  they  have  no  probative  force  as  regards 
the  difficult  and  disputed  problem,  —  how  disentangle  the 
product  of  labor  in  general  from  that  of  capital  in  general. 

The  only  passages  that  bear  on  this  disputed  problem 
are  in  Chapter  III ;  and  even  here  they  seem  to  me  of  doubt- 
ful pertinence.  The  data  are  the  wages  of  coal  miners  in 
different  regions  of  France.  They  are  considered  in  three 
parts.  In  the  first  part,  it  is  shown  that,  '^  in  an  industry 
in  which  labor  plays  the  chief  rdle,"  wages  (in  money)  vary 
with  the  total  product  (in  money).  This  may  signify  a 
mere  monetary  change;  it  is  consistent  with  almost  any 
theory  of  wages  except  the  ''  iron  law."  In  the  second  and 
third  parts,  it  is  maintained  that  the  share  of  the  product 
which  goes  to  laborers  becomes  larger  as  there  is  increase 
in  the  proportion  of  capital  (assumed  to  be  indicated  by 
amount  of  machine-power);  and  that,  in  different  parts  of 
France,  the  share  of  the  laborers  increases  most  rapidly  where 
the  relative  amount  of  capital  increases  most  rapidly.  Both 
of  these  results,  as  is  emphasized  by  the  italics  which  I  have 
used,  relate  to  the  share  or  proportion  of  product  going  to 
the  laborers,  not  to  wages  per  man.  At  the  very  outset 
(Introduction,  p.  7)  Professor  Moore  states  the  theory  as 
one  relating  to  ''  the  share  of  the  product  that  goes  to  the 
whole  class  of  laborers  in  the  form  of  general  wages  ";  and 

>  See  B«h]ii-B«weik*8  article  in  thie  Journal  for  Feb.  1907,  vol.  xzi.  p.  247.  Mai^ 
ihall  maiki  that  *'  illiifltratiOM  of  this  kind  (tbe  diminution  of  output  from  nioeea- 
■ive  inemmente  of  eapital]  cannot  be  made  into  a  theory  of  inteieyt.  any  more  than 
into  a  theory  of  wacee,  without  reasoning  in  a  oirde."  Prinoiplee  of  Economics,  6th 
edition,  p.  619.  I  haire  elated  my  own  opinion  in  an  article  in  thie  Journal  for  May, 
1908,  VOL  zsii,  p.  833. 
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to  this  form  of  the  doctrine  his  illustrations  and  correlations 
are  confined. 

I  had  alwa3rs  supposed,  however,  that  the  specific  pro- 
ductivity theory  of  distribution  was  concerned  not  with 
the  proportions  between  total  wages  and  total  interest,  but 
with  the  rates  of  wages  and  interest.  Such  seems  to  be  the 
necessary  implication  of  the  reasoning  on  which  it  is  based. 
When  it  is  said  that  the  addition  of  successive  units  of 
capital  causes  the  specific  product  of  capital  to  fall,  the 
conclusion  would  seem  to  be  one  relating  to  the  unit  of 
capital  and  to  the  return  per  \mit.  The  absolute  amount 
going  to  capital  may  none  the  less  rise,  and  the  proportion 
of  the  total  product  going  to  capital  may  also  rise.  Not- 
withstanding a  lowered  rate  of  interest  (assuming  this  to 
follow  from  a  lowered  return  per  \mit),  a  large  principal  may 
secure  a  higher  absolute  amount  of  interest;  and  it  may  also 
secure  a  larger  share  of  the  product  of  industry.  Sunilarly, 
when  it  is  argued  that  an  increase  in  the  number  of  laborers 
(capital  remaining  the  same)  causes  the  specific  product  of 
labor  to  be  less,  it  seems  to  be  meant  that  wages  per  man 
become  less;  and,  conversely,  that  wages  per  man  become 
greater  if  there  is  diminution  in  the  nimiber  of  laborers  as 
compared  with  capital. 

I  might  hesitate  to  interpret  the  specific-product  doctrine 
in  this  way  were  it  not  that  the  same  interpretation  appears 
in  Professor  Moore's  own  pages.  He  writes  that  Professor 
Clark  has  shown  that  ''  a  reduction  in  the  average  amount 
of  capital  with  which  a  laborer  works"  brings  about  "a 
fall  in  the  general  rate  of  wages"  (p.  57;  the  italics  are 
mine).  And  again,  in  the  same  paragraph,  the  "general 
rate  of  wages  "  is  referred  to,  in  an  exposition  of  Professor 
Clark's  views.  Yet  the  next  paragraph  begins,  "  Our  pres- 
ent query  has  this  form:  does  fluctuation  in  the  laborer's 
rdative  share  of  product  vary  directly  with  the  fluctuation 
in  the  relative  amount  of  machine  power  with  which  he 
works  ?  "  The  italics  are  again  mine;  they  point  to  my 
reasons  for  thinking  that  Professor  Moore's  figures  relate 
to  a  problem  different  from  that  of  the  specific-product 
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doctrine.  They  are  not  inconsistent  with  that  doctrine; 
but  they  do  not  seem  to  me  to  confirm  it. 

Quite  apart  from  then*  theoretical  bearings,  Professor 
Moore's  results  on  relative  shares  seem  to  me  too  good  to 
be  true.  He  notes  that  they  rest  on  a  ''  narrow  statistical 
basis  "  (p.  66) ;  and  they  are  hardly  in  accord  with  familiar 
facts.  No  doubt  it  is  true  that  capital  increases  in  modem 
countries  faster  than  the  number  of  laborers;  that  capital 
per  man  becomes  greater;  that  the  rate  of  interest  shows 
on  the  whole  a  slight  tendency  to  decline;  that  wages  per 
head  show  a  tendency  to  rise.  But  all  the  indications  are 
that  the  proportion  of  the  total  income  which  goes  to  capital 
is  becoming  greater,  not  less.  If  Professor  Moore's  figures 
were  representative,  they  would  show  that  the  proportion 
is  becoming  less,  not  greater.  Much  more  evidence  than 
he  brings  is  needed  to  prove  that  there  is  a  tendency  so 
inconsistent  with  what  we  observe  on  all  sides. 

The  most  significant  part  of  all  this  reasoning  is  in  its  social 
bearings.  Professor  Moore  concludes  that ''  if  a  coUectivist 
state  is  to  have  any  degree  of  stability,  the  principles  fol- 
lowed in  the  apportionment  of  labor  and  capital  in  production 
and  in  the  distribtjMon  of  the  product  of  industry  must  be  the 
same  in  the  coUectivist  state  as  in  the  present  industrial 
state"  (page  191;  the  italics  are  mine).  Possibly  this  can 
be  proved  as  regards  the  distribution  of  income  among 
workers  of  varying  abilities.  It  raises  questions,  to  be 
sure,  about  the  necessity  of  giving  high  reward  in  order  to 
induce  the  fullest  exertion  of  ability,  on  which  the  socialist 
has  some  strong  grounds  for  differing  with  Professor  Moore. 
But  in  any  case  the  reasoning  bears  only  on  the  contribu- 
tions of  workers,  not  on  those  of  all  the  ''  factors  of  pro- 
duction." In  Professor  Clark's  own  writings,  there  is  not 
infrequently  a  smooth  transition  from  the  workers  who 
contribute  to  the  "  factors "  which  contribute,  —  from 
himian  beings  to  capital  and  land;  and  there  is  a  doctrine, 
more  or  less  explicitly  put  forth,  that  the  grounds  which 
are  supposed  to  make  it  just  that  a  worker  should  be  paid 
in  proportion  to  his  product  make  it  just  that  the  owner 
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of  a  factor  of  production  should  also  be  paid  in  proportion 
to  it8  "  product."  The  same  statement,  or  at  least  impli- 
cation, appears  in  Professor  Moore's  closing  pages.  His 
discussion  is  brief,  and  I  am  not  sure  precisely  how  far  and 
in  what  form  he  would  deduce  this  social  consequence.  It 
seems  to  me  an  unwarranted  one,  even  granting  the  specific- 
productivity  premise.^  If  we  are  to  prove  the  ''  solidarity 
of  industry  "  and  the  inevitableness  of  such  distribution  of 
wealth  as  appears  in  our  modem  societies,  we  must  use 
reasoning  more  effective  than  this.  Possibly  the  specific- 
product  theory,  stated  with  care,  serves  to  explain  distri- 
bution under  the  system  of  private  property;  the  differences 
between  those  who  accept  the  theory  and  those  who  do  not 
may  be  at  bottom  only  on  matters  of  phraseology.  But  at 
the  very  best  it  can  serve  only  as  an  analysis  of  the  existing 
situation,  not  as  a  defense.  My  most  serious  quarrel  with 
it  is  in  that  sort  of  justification  of  thmgs  as  they  are  which 
Professor  Moore's  closing  paragraphs  seem  to  endorse. 

F.  W.  Taussiq. 
Harvard  Univerbitt. 

1  As  w»s  long  ago  pointed  out  by  ProlMsor  Carver,  wfam  reviewing  Profeww 
GUiric'e  Distribution  of  Wealth,  in  this  Journal,  vol.  xv,  p.  579. 
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NORDAU'S  INTERPRETATION  OF  fflSTORY* 

Sinoe  the  publication  of  his  famous  work  on  Degeneration' 
Max  Nordau  has  been  recognized  as  the  most  merciless  of 
our  modem  critics.  His  reputation  as  a  disiUusionizer  will 
be  greatly  enhanced,  in  the  minds  of  the  discriminating, 
by  the  work  before  us.  Yet,  from  the  very  natiu^  of  the 
case,  a  great  many  wiU  be  unable  to  see  what  the  author  is 
driving  at.  In  his  chapter  on  the  Psychological  Premises 
of  History,  he  describes  the  mind  of  the  average  cultivated 
man  as  follows:  ''A  stream  of  words  and  combinations 
pour  in  upon  him  from  language,  intercourse,  school,  news- 
papers, and  books,  and  some  of  them  remain  in  his  memory 
as  formulae.  If  he  is  provided  with  a  good  supply  of  such 
formulae,  and  can  produce  one  on  any  occasion  that  requires 
it,  he  passes  in  his  own  estunation,  and  that  of  his  fellows, 
as  a  cultivated  man.  But  his  repetition  of  formulae  is 
mere  psittacism,  and  his  word  knowledge  has  nothing  to  do 
with  real  knowledge.'^ '  Such  a  man  will  not  find  many 
of  his  favorite  formulae  repeated  in  the  work  before  us. 
In  the  physical  and  experimental  sciences,  where  the  student 
comes  into  contact  with  objective  reaUty,  this  kind  of  word 
knowledge  is  speedily  dissipated.  Uof ortunately,  in  the 
moral  and  social  sciences,  and  particularly  in  the  writing 
of  history  and  its  interpretation,  and  most  markedly  of  all 
in  the  study  of  law,  there  is  no  natural  touchstone  by  which 
real  knowledge  can  be  separated  from  word  knowledge. 
The  result  is  that  they  who  continue  glibly  repeating  formulae 
can  still  pass  as  scholars.  Such  scholars  will  not  be  able 
to  understand  a  man  who  looks  through  the  formulae,  and 
describes  succinctly  and  with  particularity  the  realities 
which  lie  behind. 

1  The  Intennetation  of  History,  by  Max  Nordau;  tranaUted  from  the  Qennaa  by 
M.  A.  Hamilton.    N.  Y.,  Moffat,  Yard  A  Co.,  1911.    Pp.  419.    92.00. 

•  Deteneratioii,  by  Max  Nordeau.    N.Y.,  D.  Appleton  A  Co.,  1896. 

•  P.  265. 
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The  author  describes  history  in  the  narrow  and  con- 
ventional sense  as  that  class  of  past  events  in  which  we 
choose  or  happen  to  be  interested  from  time  to  time,  and 
which  we  describe  in  terms  with  which  we  have  become 
familiar  in  our  own  social  surroimdings.  What  is  called 
historical  science,  on  the  other  hand,  is  the  mere  technique 
of  historical  method.  It  consists  of  a  system  of  rules  and 
methods  for  finding,  sifting,  and  weighing  the  fragmentary 
evidences  upon  which  the  history  of  a  given  period  is  to  be 
constructed.  It  occupies  the  same  relation  to  history  as 
microscopy  to  biology  or  telescopy  to  astronomy.  His- 
torical science,  thus  described,  is  not  history,  tho  it  is  a 
means  by  which  we  may  discover  the  real  subject  matter 
of  history.  This  subject  matter  is  that  interminable  series 
of  adjustments  by  which  the  human  species,  or  some  branch 
of  it,  has  fitted  itself  into  its  environment.  To  quote  Nordau 
himself:  "History  in  the  widest  sense  is  the  smn  of  the 
episodes  of  the  human  struggle  for  existence."  ^  Concerning 
the  old  puzzle,  —  does  man  make  history  or  does  nature 
make  history  through  man,  —  the  author  has  little  to  say 
beyond  a  mild  ridicule  of  those  modem  historians  who 
affect  to  despise  the  honest  old  chroniclers  "  who  faithfully 
devote  the  same  space  to  recording  dearths,  earthquakes, 
and  floods,  hailstorms,  unusual  cold  in  winter  or  heat  in 
siunmer,  and  the  appearance  of  comets,  that  they  gave  to 
wars,  coronations  and  the  death  of  princes,  thus  assigning 
the  same  importance  to  events  resulting  from  the  operation 
of  the  human  will  and  those  originating  in  the  bUnd  chance 
over  which  man  has  no  control.  .  .  .  The  modesty  of  the 
honest  old  chroniclers  is  more  consonant  with  the  true 
function  of  the  historian  than  the  lofty  confidence  of  those 
modem  adepts  who  arrogate  to  themselves  the  decision  as 
to  what  is  and  what  is  not  important  in  the  wide  stream  of 
the  processes  of  the  imiverse,  of  nature,  and  of  human  life."  * 

However,  if  history  books  are  written  to  sell  or  to  be  read, 
and  if  readers  are  more  interested  in  coronations,  July  mas- 
sacres, and  military  campaigns  than  in  records  of    tem- 

1  p.  18.  «  p.  16. 
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perature,  earthquakes  and  hailstorms,  obviously  the  historian 
would  be  unwise  not  to  discriminate  and  decide  what  was, 
for  his  purpose,  important  or  imimportant.  Readers  are 
undoubtedly  more  interested  in  the  doings  of  men  than  in 
the  records  of  the  weather  bureau  or  of  the  seismograph. 
Who  ever  heard  of  a  novel  without  men  and  women  in  it  as 
the  chief  actors  ?  The  historian  is  as  much  subject  to  the 
interests  of  the  reader  as  is  the  novelist.  But  even  in  the 
portrayal  of  the  actions  of  men  and  women,  whether  by 
the  historian  or  the  novelist,  there  must  be  discrimination, 
and  the  writer  must  '^  arrogate  to  himself  the  decision  as 
to  what  is  and  what  is  not  important."  Even  the  most 
pronoimced  realist  in  the  reahn  of  fiction,  like  the  historian, 
"  as  a  matter  of  fact,  selected  by  subjective  inclination, 
with  reference  to  an  end  subjectively  conceived,  a  few 
aspects  of  actuality  which  he  then  linked  together  as  suited 
him  and  interpreted  in  accordance  with  his  own  idea." 
Thus  ''  History,  at  the  moment  when  it  thinks  itself  most 
objective,  is  merely  naturalistic  fiction,  merely  '  history 
through  the  medimn  of  temperament.'  " 

The  author's  chapters  on  The  Customary  Philosophy 
of  History,  on  The  Anthropomorphic  View  of  History,  are 
strong  and  pungent,  but  may  be  criticised  as  attempts  to 
slay  the  dead.  The  chapter  on  Man  and  Nature  smacks 
of  Buckle  but  emphasizes  the  Darwinian  ideas  of  adaptation, 
both  active  and  passive.  That  on  Society  and  the  Indi- 
vidual very  effectually  punctures  the  bubbles  of  those  social 
psychologists  who  are  trying  to  prove  that  society  is  the 
reality  and  the  individual  only  an  abstraction.  That  on 
The  Question  of  Progress  is,  in  some  respects,  the  most 
penetrating  of  all.  Progress,  in  any  absolute  sense,  is, 
according  to  the  author,  logically  impossible.  What  we 
call  prc^ess  is,  in  every  essential  particular,  like  a  change 
of  fashions.  Having  ceased  to  care  for  the  things  we  once 
cared  for,  and  having  learned  to  care  for  things  which  we 
formerly  did  not  care  for,  we  now  proceed  to  get  the  things 
we  now  care  for.  When  we  succeed,  we  call  it  progress. 
Are  the  things  we  now  care  for  better  than  the  things  we 
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formerly  cared  for  ?    Of  course  we  think  eo,  otherwise  we 
should  not  have  changed  oiu*  minds. 

But  is  there  no  real  test  ?  To  the  reviewer,  it  seems  that 
there  is  a  test  which  will  determine  whether  or  not  we  are 
changing  for  the  better  or  the  worse.  That  is  the  test  of 
survival.  If  the  things  we  now  care  for  help  us  in  the 
struggle  for  existence  and  enable  us  to  survive  better  than 
did  the  things  we  formerly  cared  for,  then  there  is  real  prog- 
ress; otherwise  there  is  not.  At  any  rate,  the  world  will 
pass  more  and  more  into  the  hands  of  those  people  whose 
desires,  tastes,  appetites,  and  activities  give  them  greater 
power  to  resist  the  attacks  of  enemies,  invisible  as  well  as 
visible,  greater  control  over  the  forces  of  nature,  and  greater 
power  to  multiply  and  to  spread.  This  test  rests  upon 
something  besides  opinion,  or  likes  and  dislikes.  However 
much  we  may  prefer  the  things  we  are  now  achieving  to  the 
things  which  were  formerly  achieved,  and  howev^  much 
we  may  therefore  be  convinced  that  we  are  progressing,  if 
the  things  which  we  are  now  achieving  are  actually  reducing 
our  power  of  resistance,  our  power  of  control  or  conquest 
of  the  forces  of  nature,  then  we  are  not  progressing  but 
degenerating.  The  question  of  progress  remains  therefore 
something  deeper  than  a  mere  change  of  fashion,  or  a 
matter  of  likes  and  dislikes. 

T.  N.  Cabvbr. 

HaRVABD   UlOTERSnT. 
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PRICE  AND  RENT 

Rent  may  adequately  be  defined  as  an  income  or  return 
received  because  of  the  existence  and  control  of  some  econo- 
mic privilege  or  desirable  market  opportunity  which  is  not 
susceptible  of  depreciation  in  the  sense  of  physical  wear 
and  tear  or  deterioration.  According  to  this  definition, 
land  rent  is  only  one  form  of  rent.  On  the  other  hand,  all 
returns  from  special  or  monopoly  privileges  may  be  classified 
as  rent.  The  presence  or  absence  of  physical  deterioration 
is  then  the  distinguishing  feature  which  makes  possible  the 
tracing  of  a  fairly  distinct  line  of  demarkation  between 
interest  and  rent.  From  this  viewpoint,  the  concept  land 
is  narrowed  until  it  becomes  mere  extent  or  space  which 
furnishes  suppcui;  or  standing  room;  soil  is  capital.  In 
agriculture,  the  soil  sustains  the  same  relation  to  land  that 
the  factory  building  does  in  manufacture.  The  return 
from  land,  which  of  course  is  not  subject  to  phyacal  de- 
terioration, is  rent;  but  the  return  from  the  soil,  which  is 
subject  to  physical  deterioration,  should  be  classified  as 
interest.  A  franchise  is  a  monopoly  privilege  not  susceptible 
of  deterioration  from  the  engineer's  or  the  physicist's  view- 
point; and,  therefore,  any  return  received  because  of  the 
control  of  a  franchise  is  a  rental  return.  In  short,  rents 
are  due  to  the  ownership  of  market  opportunities  of  various 
sorts,  to  the  ownership  of  some  unique  and  special  privilege. 
Rent  is  never  a  return  received  because  of  the  use  of  tangible 
caintal  which  is  subject  to  physical  wear  and  tear  and  de- 
terioration; such  a  return  is  interest. 

It  will,  however,  doubtless  be  urged  that  there  is  as  yet 
no  monopoly  in  land  ownership;   and,  consequentiy,  land 

638 
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rents  and  monopoly  returns  are  two  different  and  distinct 
kinds  of  income  which  should  not  be  placed  together  in  the 
same  category.  That  the  generally  accepted  technical  defi- 
nition of  monopoly  will,  up  to  the  present  time,  exclude  the 
ownership  of  land  from  the  category  of  monopoly,  must  be 
granted.  But  even  the  most  enthusiastic  theorist  of  the 
laisaez  faire  school  will  admit,  altho  perhaps  reluctantly, 
that  the  ownership  of  a  particular  parcel  of  land  is  an  ex- 
clusive privilege.  No  two  parcels  of  land  are  exactly  alike 
in  all  respects.  Therefore,  to  own  land  is  to  possess  a 
partial  monopoly  and  to  be  favored  by  certain  imique  and 
special  privileges.  Differential  land  rent  is  due  to  the 
absence  of  perfect  competition  between  different  parcels 
of  land. 

The  return  from  the  operation  of  mines  does  not  readily 
admit  of  classification.  Minerals  are  taken  out  of  the 
mine  and  the  mine,  unlike  a  waterfall  which  is  automatically 
renewed,  depreciates  in  value;  but  the  minerals  are  not 
replaceable  as  is  a  worn-out  machine,  the  chemical  con- 
stituents of  the  soil,  or  the  water  of  the  waterfall.  On  the 
other  hand,  there  is  a  return  from  mining  operations  which 
is  not  due  to  some  intangible  privilege,  to  mere  location  or 
to  the  use  of  capital  goods  capable  of  deterioration.  The 
mineral  wealth  which  is  taken  from  the  mine  is  an  irreplace- 
able ''  natural "  gift.  And  consequently  the  surplus  from 
mining  operations  over  and  above  the  expense  of  carrying 
on  the  industry  (including  depreciation  and  interest  upon 
the  capital  actually  invested  in  mining  equipment)  may 
logically  be  considered  as  a  rental  return.  The  income 
from  the  ownership  of  mineral  wealth  or  of  a  waterfall  is 
called  rent,  while  that  from  the  ownership  of  soil  is  termed 
interest.  The  item  of  replacement  is  here  made  the  dis- 
tinguishing characteristic.  A  good  soil  can  be  maintained 
year  after  year  only  by  replacing  the  chemical  elements 
which  are  required  for  plant  growth ;  it  is  in  reality  a  peculiar 
and  unique  form  of  machinery.  But  on  the  other  hand, 
as  indicated  above,  mineral  wealth  is  not  replaceable;  and 
the  water  in  the  case  of  the  waterfall  is  replaced  automatically. 
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Rents  are  of  two  kinds:  (1)  differential  rents  measured 
from  an  intensive  or  an  extensive  margin;  and  (2)  intensive 
marginal  rents  which  are  more  commonly  designated  as 
monopoly  gains,  forced  gains,  retmns  from  special  privileges, 
or  retmns  from  "  pulls."  ^  Both  varieties  of  rent  are  due 
to  the  absence  of  perfect  competition  among  the  three 
factors  of  production,  —  land,  labor,  and  capital,  —  and  to 
the  presence  of  special  privileges  or  unique  opportunities 
of  some  sort. 

Land  —  that  is,  extent,  space,  standing  room  —  is  needed 
in  connection  with  all  hiunan  activities.  And  differential 
rent,  which  is  a  measure  of  desirability,  appears  because  of 
the  existence  of  a  demand  for  various  products  or  goods 
coupled  with  the  presence  of  land  of  varying  grades  of 
desirability.  The  exact  amount  of  differential  rent  depends 
upon  both  the  demand  for  the  products  of  land  and  upon 
the  amount  and  natiu'e  of  the  supply  of  land.  With  a 
given  land  supply,  present  or  potential,  and  no  change  in 
industrial  methods,  differential  rents  increase  and  decrease 
as  the  demand  for  products  varies. 

If  perfect  competition  as  regards  labor  ^nd  capital  existed 
and  labor  and  capital  flowed  with  perfect  freedom  from  one 
industry  to  another,  the  intensive  (or  extensive)  margm 
would  be  the  same  in  all  industries  and  occupations.  Dif- 
ferential land  rents  would  in  that  hypothetical  case  absorb 
all  surplus  over  and  above  the  payments  made  to  labor  and 
capital  on  marginal  or  no-rent  lands.  Any  obstruction  to 
perfect  competition  —  monopoly  power,  custom,  organiza- 
tion of  labor,  artificial  scarcity,  forced  gains,  ''  pulls,"  and 
the  like  —  whether  the  result  of  prevision,  forethought, 
business  acumen,  or  chance  which  interferes  with  perfect 
competition  and  the  hypothetical  frictionless  flow  of  capital 
and  of  labor  halts  the  investment  of  capital  or  the  employ- 
ment of  labor,  or  both,  in  a  given  industry  at  some  point 
above  the  normal  margin.  As  a  consequence,  the  supply  — 
the  flow  of  products  —  in  the  industry  is  diminished,  and 

^  For  A  more  detailed  ezamiiuitioii  of  intenaive  margioal  rent,  see  artiole  by  the 
writer  in  tbe  Quarterly  Journal  of  Economies,  August,  1906,  pp.  606^-607. 
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prices  may  be  raised  above  the  point  which  would  have 
obtained  under  free  coiapetition.  The  margin  in  the  in- 
dustry is  abnormal;  and  intensive  marginal  rents  appear. 
This  form  of  rent  enters  price  as  do  interest  and  wages. 
The  amount  of  the  intensive  marginal  rent  is  simply  a 
measure  of  the  monopoly  power  or  "  pull "  exerted.  The 
investment  of  capital  and  the  employment  of  labor  in  the 
industry  are  modified,  the  supply  of  the  article  is  restricted, 
and  the  price  is  increased. 

It  has  been  urged  that  the  view  here  presented  is  fallacious. 
''  It  might  as  well  be  argued  that  because  a  poor  farmer 
may  not  work  his  land  with  sufficient  capital,  —  and  whose 
intenave  margin  is  consequently  higher  than  his  better 
equipped  neighbor's  —  intra-marginal  rent  appears  upon 
his  land,  and  enters  the  price  of  his  produce."  *  This  objec- 
tion overlooks  the  possibility  and  the  probability  of  the 
competition  of  more  efficient  farmers.  Unless  the  inefficient 
farmer  were  a  monopolist,  he  could  not  fix  the  price  of  his 
products  so  as  to  give  rise  to  intensive  marginal  rents.  If, 
for  example,  of  a  dozen  competing  grocers  in  a  town,  one 
were  inefficient,  the  latter  could  not  fix  prices.  On  the 
contrary,  his  profits  and  personal  wages  would  be  reduced 
below  that  received  by  the  eleven  other  grocers.  Since 
the  inefficient  tradesman  could  not  limit  the  supply  or  fix 
the  price  of  the  articles  which  he  offered  for  sale,  no  intensive 
margin  would  appear  except  in  so  far  as  competition  was 
otherwise  obstructed.  The  case  of  the  inefficient  farmer 
is  quite  similar.  Intensive  marginal  rent  is  a  measure  of 
monopoly  power,  not  of  inefficiency. 

As  long  as  variations  in  the  value  of  the  market  opportunity 
of  different  parcels  of  land  exist,  —  that  is,  as  long  as  competi- 
tion in  regard  to  this  one  factor  in  production  is  not  perfect,  — 
differential  rents  will  arise.  Intensive  marginal  rents  on 
the  contrary  appear  when  labor  and  capital  are  not  perfectly 
mobile,  when  the  movement  of  labor  and  capital  from  one 
industry  to  another,  or  from  one  place  to  another,  is  impeded. 

>  Hsney,  *'  Rent  and  Prioe;  *  Alternate  Use '  and  *  Scarcity  Valae.* "  Quarterly 
Journal  of  Eoonomioa,  vol.  xzv,  p.  137. 
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From  the  standpoint  of  the  consumer,  intensive  marginal 
rents  (monopoly  or  forced  gains)  enter  price  as  do  wages 
and  interest.  From  the  point  of  view  of  the  entrepreneur 
intensive  marginal  rent  is  a  surplus,  —  an  extra  gain  over 
and  above  that  obtained  in  a  competitive  business.  On 
the  other  hand,  the  entrepreneur  considers  a  differential 
rent  to  be  a  cost  (expense) ;  but  under  competitive  conditions 
the  consumer  finds  that  the  price  of  an  article  is  equal  in 
the  long  nm  to  the  expenses  of  production  on  no-rent  land 
or  on  the  intensive  margin.  But  the  location  of  this  margin 
is  determined  by  the  interaction  of  demand  and  supply. 

Frank  T.  Cablton. 
Albion  Coii«eqb. 
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THE  EFFECT  OF  FREE  WOOL  IN  THE 
NORTHWEST,   1893-96 

The  recent  report  of  the  TariflF  Board  on  Wool  and  Woolens 
and  the  discussion  on  a  revision  of  this  schedule  have  turned 
attention  again  to  the  problem  of  the  future  of  sheep  growing 
in  the  United  States.  It  is  commonly  admitted  that  there 
will  alwa3rs  be  a  certain  number  of  sheep  raised  as  a  by- 
product of  farming.  Farmers  are  recognizing  that  the 
benefits  of  keeping  a  few  head  of  sheep,  to  consume  the 
waste  pasture  and  fertilize  the  soil,  are  greater  than  they 
had  supposed.  As  the  price  of  mutton  rises,  it  will  become 
more  and  more  profitable  to  increase  the  number  of  sheep 
on  the  farms.  There  are  also  a  few  limited  areas,  of  no 
value  for  agriculture,  which  may  be  devoted  to  sheep  raising. 
Such  is  the  case  with  certain  arid  tracts  in  Wyoming  and 
Idaho.  But  the  niunber  of  sheep  which  these  areas  will 
support  is  insignificant  in  comparison  with  the  number  now 
raised  where  sheep  growing  is  carried  on  as  an  independent 
industry.  The  problem  before  the  public  is  whether  any 
changes  in  the  tariff  or  other  forces  will  so  alter  conditions 
that  sheep  raising  will  no  longer  continue  as  a  separate 
business. 

Some  light  has  been  thrown  on  this  problem  by  the  free 
wool  episode  of  1894  to  1897.  Diiring  each  of  these  years 
the  niunber  of  sheep  in  the  northwest  states  increased. 
The  conclusion  has  been  drawn  from  this  fact  that  the 
industry  was  in  such  a  prosperous  condition  that  it  could 
thrive  in  spite  of  the  tariff.  Professor  Chester  W.  Wright, 
in  his  WooJrGrowing  and  Oie  Tariffs  expresses  this  view  when 
he  says:  "  All  of  these  states  ended  the  period  of  combined 
industrial  depression  and  free  wool  with  more  sheep  than 
they  had  at  the  beginning  —  a  fact  which  cannot  but  lead 
one  to  raise  the  question  how  necessary  the  protective  tariff 
is  for  the  wool-growers  of  this  section."  ^ 

It  is  my  opinion,  however,  that  the  increase  in  the  flocks 
during  this  period  has  been  misinterpreted  and  that  there  are 

>  Wool-Qrowing  and  the  Tariff,  p.  305. 
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no  grounds  for  believing  that  the  industry  was  flourishing 
under  free  wool.    In  fact  the  opposite  was  true. 

The  free  wool  period  was  not  only  short,  but  expected  to 
be  short.  From  the  very  passage  of  the  free  wool  act  in 
1894,  sheep  growers  looked  forward,  with  hope  of  a  Repub- 
lican victory  in  1896.  The  defeat  of  the  Democrats  in 
many  states  in  1894  strengthened  their  hope.  It  was  con- 
fidently expected  that,  should  the  Republicans  win  the 
election  of  1896,  former  conditions  would  be  restored. 
Prices  of  sheep  during  the  period  were  cut  in  half.  Ewes 
which  easily  brought  $3.50  in  1892  could  not  be  sold  for 
$2.00  in  1894.  To  sell  at  such  prices  meant  ruin  to  most 
owners.  If  a  man  was  not  forced  by  his  creditors  to  sell, 
there  was  but  one  thing  to  do  —  to  let  the  flocks  continue 
to  grow  normally  and  to  hold  over  as  many  sheep  as  possible, 
in  hope  of  a  Republican  victory  in  1896.  This  is  what 
was  done,  and  this  explains  the  continued  growth  in  the 
number  of  sheep  in  the  northwest  states,  despite  the  de- 
pressed conditions.  If  the  Republicans  had  not  won  in 
1896  and  if  there  had  been  no  hope  of  renewed  protection, 
there  would  have  been  a  very  sudden  reduction  in  the 
number  of  sheep  in  the  western  states. 

To  confirm  this  view,  reference  may  be  made  to  the  sta- 
tistics on  the  shipments  of  sheep  out  of  one  state.  They 
show  that  the  usual  niunber  were  not  shipped  during  the 
free  wool  years,  and  that  there  was  a  sudden  increase  there- 
after.   We  have  the  figures  of  shipments  out  of  Montana.^ 

1893  315,000  1896   600,000 

1894  300,000  1897    727,692 

1895  280,000  1898   583,320 

In  1896  the  shipments  doubled,  and  they  continued  large 
during  the  following  three  years.  The  explanation  of  the 
large  shipment  in  1896  lies  in  the  fact  that  prices  quickly 
rose  after  the  election;  and  on  account  of  financial  troubles 
it  was  necessary  to  realize  on  the  stock  as  soon  as  possible. 
The  small  shipments  in  1893-95  explain  the  increase  in 

1  Montana  Bureau  of  Asrioultun,  Labor,  Industry,  and  PabUdty.  Reports,  1894 
to  1889. 
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number  of  sheep  on  the  range,  —  an  uxcrease  which  probably 
would  not  have  continued  had  the  period  of  free  wool  been 
prolonged. 

Persons  on  the  ground  state  emphatically  that  the  condi- 
tions of  1893-95  were  not  those  of  prosperity.  To  quote 
the  words  of  Senator  Warren:  "  The  fate  of  the  ranch  wool- 
grower  during  this  period  can  be  given  in  four  words:  '  they 
all  went  broke.' "  On  account  of  the  low  price  of  sheep, 
those  who  for  any  reason  were  forced  to  seU  lost  everything. 
It  was  only  by  holding  over  till  protection  was  renewed 
that  the  average  sheepman  was  able  to  maintain  himself. 
His  capital  and  credit  had  been  strained  to  the  utmost  in 
trying  to  hold  his  flocks  over,  so  that  by  the  end  of  the 
period  his  borrowing  power  at  the  bank  had  been  used  to 
the  limit.  A  failure  to  regain  protection  would  have  brought 
bankruptcy.  Some  interesting  stories  are  told  of  the  bets 
which  men  made  a  few  days  before  the  election  of  1896,  by 
taking  an  option  on  flocks  of  sheep  at  a  price  midway  be- 
tween the  free  wool  price  of  sheep  and  the  normal  price. 

Such  were  the  results  of  free  wool  durmg  a  period  when 
grazing  land  was  much  less  valuable  than  it  is  at  present. 
But  with  the  coming  of  the  dry  land  farmer,  the  range  has 
continually  been  more  confined.  It  is  generally  admitted 
that  sheep  cannot  be  profitably  raised  in  large  flocks  on 
land  worth  more  than  $5  per  acre.  For  the  past  four  or 
five  years  the  process  of  "  cleaning  up  "  has  been  going  on 
in  Montana.  Men  have  been  selling  out  their  large  flocks 
as  fast  as  possible.  It  is  probable  that  the  outlook  for  a 
lower  tariff  has  had  little  to  do  with  this  process.  The 
sheepman  is  rapidly  giving  way  to  the  dry  land  farmer, 
who  will  make  it  possible  to  dispose  with  profit  of  a  large 
part  of  the  range  in  a  much  more  certain  fashion  than  any 
act  of  Congress  ever  can.  For  the  West,  this  change  to  a 
more  intensive  utilisation  of  the  land  is  one  of  the  signs  of 
thickening  population  and  economic  progress. 

RoBBBT  C.  Line. 
Habvabd  UNivsBainr. 
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THE   COMMODITY   CLAUSE   IN   RAILROAD 
LEGISLATION 

The  "  commodity  clause  "  of  the  Hepburn  amendments 
to  the  Interstate  Commerce  Law,  because  of  its  unfortimate 
ambiguity,  has  abready  twice  been  before  the  Supreme 
Court.  The  first  interpretation  was  given  in  a  decision 
concerning  the  Delaware  and  Hudson  Railroad,  handed 
down  in  May,  1909.^  This  affirmed  the  constitutionality 
of  the  statute  at  all  points;  but,  at  the  same  time,  emas- 
culated it  most  effectually.  For,  in  order  to  harmonize 
the  opinion  with  prior  ones  holding  that  ownership  of  stock 
in  a  corporation  did  not  constitute  legal  ownership  of  the 
property  of  the  company,  it  was  necessarily  held  that  a 
railroad  by  owning  the  share  capital  of  a  coal  company  did 
not  thereby  possess  an  interest,  direct  or  indirect,  in  the 
coal  mined.  Moreover,  a  railroad  which  was  the  legal 
owner  of  coal  at  the  mine  might  escape  the  interdiction  of 
the  law  by  selling  the  coal  before  transportation  b^an. 
A  handy  means  of  evading  the  intent  of  the  law  could  not 
have  been  more  plwily  indicated. 

An  attempt  to  prohibit  specifically  stock  ownership  in 
coal  mines  by  railroads,  — thus  meeting  in  part  the  situa- 
tion arising  out  of  the  foregoing  decision,  —  was  made  in 
connection  with  the  Mann-Elkins  Act  in  1910;  but  to  no 
avail.  The  Senate,  by  a  vote  of  25  to  31,  rejected  an  amend- 
ment proposed  by  Senator  Bailey  of  Texas  to  prohibit 
stock  ownership  so  clearly  "  that  not  even  a  judge  of  the 
Supreme  Court  could  fail  to  understand  it."  The  negative 
votes  were  all  cast  by  the  so-called  "  regular  "  Republicans. 
In  the  meantime,  the  clause  had  been  carried  to  the  Supreme 
Court  for  further  interpretation  in  a  suit  against  the  Lehigh 
Valley  Railroad.'  The  government  in  the  lower  court  had 
already  been  defeated  in  an  attempt  to  raise  questions  of 
fact  as  to  the  pecuniary  interest  of  the  road  in  the  coal 

*  United  SUtM  r.  Dekwara  Md  Hudson  RailrMMl,  etc;  218  U.  S.,  267. 
>  200  U.  S..  257;  decided  April.  1911. 
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transported,  irrespective  of  the  technicalities  as  to  legal 
ownership.  The  outcome  in  this  case  was  more  satisfactory. 
The  Circuit  Court  was  held  to  have  erred  in  ruling  out  these 
considerations.  It  was  unanimously  decided  by  the  Supreme 
Court  that  it  was  in  violation  of  the  law  to  use  stock  owner- 
ship for  the  purpose  of  destroying  the  entity  of  a  mining 
corporation,  while  still  so  "  commingling "  its  affairs  in 
administration  with  the  affairs  of  the  railroad  as  to  make 
the  two  corporations  virtually  one.  This  was  a  distinct 
gain  for  the  government.  It  necessitated  a  compliance 
with  the  law  in  good  faith.  Upon  the  basis  of  this  decision 
the  Department  of  Justice  instituted  a  new  action  against 
the  Lehigh  Valley  Road;  which  was  promptly  met,  however, 
by  a  readjustment  of  its  corporate  affairs. 

The  economic  results  under  the  "  conunodity  clause " 
have  been  quite  different  from  those  doubtless  anticipated 
by  Congress.  A  salutary  separation  of  coal  mining  from 
transportation  is  being  effected;  but  in  the  case  of  the 
anthracite  properties  at  least,  in  such  manner  as  to  hold 
out  small  hope  of  any  direct  benefit  to  the  general  public. 
Absolute  alienation  of  their  coal  properties  by  the  rail- 
roads was  subject  to  two  difficulties.  Some  roads,  like  the 
Reading  and  the  Lehigh  Valley,  had  heavy  issues  of  bonds 
outstanding,  based  upon  the  security,  jointly,  of  both  the 
raiboad  and  the  coal  properties.  The  two  could  not  readily 
be  separated  without  retirement  of  these  general  mortgage 
bonds.  In  the  second  place,  the  operating  relations  be- 
tween the  railroads  and  their  subsidiary  coal  companies 
had  for  years  been  fixed  upon  the  general  principle  of  con- 
centrating all  profit  from  the  two  conjoined  transactions  of 
mining  and  carriage  upon  the  transportation  service  alone. 
In  other  words,  freight  rates  were  established  at  so  high  a 
percentage  of  the  selling  price  of  coal  that  mining  was 
necessarily  conducted  at  a  nominal  profit  if  any.  This 
made  no  difference  to  the  carriers,  owning  both  mines  and 
roads;  but  it  had  the  desired  effect  of  making  it  impossible 
for  coal  operators,  independent  of  the  railroads,  to  engage 
in  the  business.    Without  a  modification  of  this  plan  the 
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coal  companies,  already  separately  organized  for  the  busi- 
ness by  most  of  the  railroads,  could  hardly  be  disposed  of 
to  advantage,  either  to  the  general  public  or  even  to  their 
own  shareholders.  The  only  coal  companies  controlled  by 
railroads  which  independently  showed  a  considerable  book- 
keeping profit  were  those  owned  by  the  Jersey  Central  and 
the  Delaware  and  Hudson  roads.  The  Lehigh  Valley  Coal 
Company  had  never  paid  dividends  to  its  railroad  corpora- 
tion, but  had  contented  itself  with  providing  a  very  pro- 
fitable tonnage.  The  Philadelphia  and  Reading  Coal  and 
Iron  Company  had  likewise  never  been  allowed  to  show  a 
book-keeping  profit  more  than  sufficient  to  meet  the  interest 
upon  its  bonds  and  to  provide  for  a  sinking  fund  against 
exhaustion  of  its  assets  under  ground. 

Despite  these  practical  obstacles,  a  general  l^al  separation 
of  hard-coal  minmg  from  transportation  is  in  a  faur  way 
to  be  effected.  The  Delaware,  Lackawanna,  and  Western 
in  1909  was  the  first  to  act.  WiWi  no  joint  mortgages  and 
a  charter  right  to  mine  coal  directly,  it  merely  organized  a 
separate  corporation,  the  Delaware,  Lackawanna  and 
Western  Coal  Company.  The  capital  stock  of  this  concern 
was  then  distributed  gratis  as  a  special  dividend  among  its 
own  shareholders.^  This  coal  company  at  once  purchased 
all  of  the  railroad's  coal  in  stock,  leased  its  mining  appur- 
tenances, and  agreed  henceforth  to  purchase  all  of  its  coal 
at  the  mine  mouth  for  65  per  cent  of  the  tidewater  price. 
The  railroad  continued  to  mine  coal;  but  thus  disposed  of 
it  before  accepting  it  again  for  carriage.  The  Delaware 
and  Hudson  likewise  entered  into  a  contract  with  a  newly 
organized  coal  company,  which  after  June,  1909,  agreed  to 
purchase  all  of  its  future  output.  The  Lehigh  Valley 
Railroad  rearrangement  was  more  complicated.  It  already 
had  a  coal  company  of  the  same  name,  the  capital  stock 
of  which  was  pledged  under  its  general  railroad  mortgage. 
Ownership  was  thus  indissoluble.  So  the  Lehigh  Valley  Coal 
SoUb  Company  was  organized,  in  January,  1912.  Its  capital 
Of  $10,000,000  was  provided  by  the  railroad,  which  declared 

>  PoUtioal  Sdenoe  Quarteily.  yol.  zzW,  1911»  p.  102. 
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a  stock  dividend  to  its  own  shareholders,  sufficient  in  amount 
to  enable  them  to  subscribe  to  the  capital  of  the  new  concern. 
This  company  then,  like  the  others  above  mentioned,  theiie- 
upon  agreed  to  purchase  all  the  coal  mined  by  the  railroad's 
subsidiary  coal  corporation. 

At  this  writing  great  speculative  interest  attaches  to  the 
probable  plan  to  be  adopted  by  the  Reading.  Its  intricate 
organization/  whereby  both  the  railroad  and  the  coal  com- 
panies are  owned  by  a  purely  finance  or  holding  company, 
renders  the  problem  of  dissociation  imique.  A  large  volume 
of  joint  bonds  are  outstanding,  with  complicated  provisions 
for  sinking  funds.  The  railroad  actually  owns  no  coal 
lands.  The  coal  company,  independently,  is  not  profitable 
under  existing  traffic  arrangements.  Its  operating  ratio 
in  1911  was  98.7  per  cent.  It  is  "land  poor";  carrying 
vast  reserves  of  coal  pxu-chased  by  bond  issues.  The  only 
asset  sufficiently  profitable  by  itself  to  make  it  attractive 
as  a  gift  to  shareholders  is  the  subsidiary  coal  company  of 
the  Jersey  Central  Raihoad,  which  is  itself  controlled  by 
means  of  stock  ownership.  The  formation  of  a  third  coal 
sales  company,  whose  stock  could  be  distributed  to  share- 
holders of  the  Reading,  as  was  done  by  the  Lehigh  Valley, 
would  seem  to  be  the  only  feasible  plan. 

But  is  there  not  danger,  financially,  for  these  and  other 
raihoads  that  they  may  place  this  lucrative  traffic  in  jeopardy 
by  thus  distributing  their  coal  properties  among  shareholders 
by  means  of  stock  dividends  7  While,  for  a  time,  community 
of  interest  between  r^oad  and  coal  mine  may  be  assured 
through  lodgment  of  stock  ownership  of  both  companies 
in  the  same  persons,  is  it  not  likely  that  the  two  may  become 
widely  dissociated  in  the  course  of  time  7  This  contingency 
has  been  guarded  against  by  an  ingenious  provision.  The 
contracts  providing  for  purchase  and  shipment  of  coal  by 
the  coal  sales  companies  are  terminable  at  the  will  of  the 
railroad.  So  that  if  conflict  of  interest  should  arise  in 
future,  through  transfers  of  stock  of  the  coal  sales  company 

*  Interoorpomte  RaUtioiia  of  Raflways,  Speoial  Report,  InL  Conu  Cowh,  1900, 
p.  24. 
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to  outsiders,  the  carriers  would  be  free  to  cancel  the  arrange- 
ment; create  another  corporation;  distribute  its  shares 
among  their  stockholders  once  more;  and  thereafter  go  on 
as  before.  Manifold  and  ingenious,  indeed,  are  the  devices 
of  the  law  for  purposes  of  circumvention! 

Whether  the  "commodity  clause"  is  to  bring  about  a 
further  separation  of  transportation  from  activities  of 
carriers  in  other  lines  of  business  remains  to  be  seen.  It 
was  doubtless  intended  to  have  a  general  application.  Some 
roads,  other  than  those  in  the  anthracite  coal  fields,  have 
taken  steps  to  set  off  their  subsidiary  concerns.  The  Louis- 
ville and  Nashville,  for  example,  has  distributed  among  its 
stockholders  all  the  shares  of  the  Louisville  Properties 
Company.  This  is  a  Kentucky  corporation  to  which  the 
railroad  had  transferred  its  holdings  of  coal  and  other  lands. 
It  was  expected  at  the  time  that  its  capital  stock  of  $600,000 
would  be  worth  par.  The  Union  Pacific  has  done  even 
better.  It  voluntarily  reconveyed  to  the  United  States 
considerable  tracts  of  coal  lands,  where  titie  had  been  called 
in  question  in  the  course  of  investigations  as  to  such  railroad 
ownership.  While  there  has  been  no  sign  of  the  Pennsyl- 
vania Railroad  disposing  of  its  investments  in  the  Cambria 
and  Pennsylvania  Steel  Companies,  made  prior  to  1906, 
it  is  clear  that  the  interdiction  of  the  law  will  render  any 
further  outside  operations  of  this  sort  difficult  if  not  im- 
possible. 

WiLUAM  Z.  Ripley. 

HaBYABD  UNIVSBSnT. 
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THE  NEW  BRITISH  LAW  ON  RAILROAD 
REPORTS 

In  the  article  on  Control  of  Railroad  Accounts  in  Leading 
European  Countries  published  in  this  Journal,  May,  1910, 
reference  was  made  to  the  appointment,  in  1906,  of  a  Special 
Commission  of  the  British  Board  of  Trade  to  consider 
changes  in  the  required  forms  of  accounts  and  statistical 
returns  of  railroads.  This  commission  reported  in  May, 
1909.^  As  a  result  of  its  findings,  a  law  was  enacted  by 
Parliament  in  December,  1911  (to  go  into  effect  January  1, 
1913),  prescribing  a  number  of  changes  and  additions  in  the 
official  returns  filed  by  the  raihroads  with  the  Board  of 
Trade. 

The  law  is  a  distinct  advance  toward  publicity  of  raUroad 
accounts  in  Great  Britain.  In  addition  to  requiring  the  filing 
of  a  copy  of  the  accounts  with  the  Board  of  Trade,  it  pro- 
vides that  copies  should  be  sent  on  request  to  every  share- 
and  debenture-holder  of  the  company.  Persons  who  are 
not  share-holders  may  have  the  privilege  of  inspecting  the 
accounts  of  any  railroad  on  the  payment  of  a  fee  of  one 
shilling  for  each  inspection  of  each  railroad  account.  The 
provisions  of  the  law  may  be  altered  by  the  Board  of  Trade 
after  due  notification  and  hearings;  but  Parliamentary 
confirmation  is  required  when  the  proposed  changes  are 
protested  by  raiboads  representing  in  the  aggregate  one- 
third  of  the  total  railroad  capitalization. 

In  accordance  with  the  recommendation  of  the  Special 
Conmiission,  annual  reports  are  to  be  substituted  for  the 
prevailing  semi-annual  returns.  These  annual  reports  are 
to  be  divided  into  two  parts,  one  containing  the  financial 
schedules  and  accounts,  the  other  containing  the  statistical 
returns.  This  separation  is  in  accord  with  the  Commission's 
recommendation.    Because    of    the    disagreement    among 

^  "  Aooounta  and  SiatuUoal  ReturnB  Rendered  by  Railway  Companiee  '*:  Report 
of  the  Conunittee  appointed  by  the  Board  of  Trade  (1909),  od.  4697. 
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English  railroad  officials  concerning  the  utility  of  "  mileage  " 
and  "  tonnage  "  costs  and  the  like,  the  schedules  of  statistical 
returns  are  much  less  complete  than  those  published  by  the 
American  railroads. 

From  the  standpoint  of  publicity,  the  most  important 
provision  of  the  new  law  is  the  requirement  of  more  elaborate 
statements  of  revenue  receipts  and  expenditxu'es.  There 
are  ten  schedules  dealing  with  revenues  and  expenses; 
whereas  under  the  old  law  there  were  but  three.  The 
form  of  these  accoimts  plainly  shows  the  influence  of  the 
system  devised  by  the  Interstate  Ck>nunerce  Commission. 
Mauitenance  expenses  are  separated  and  subdivided.  More- 
over, in  each  account,  wages  are  shown  separately  from 
material  costs. 

The  accounts  relating  to  capitalization  and  capital  ex- 
penditures are  likewise  stated  in  greater  detail.  A  some- 
what novel  feature  is  a  schedule  calling  for  an  estimate  of 
proposed  expenditures  on  capital  account;  another,  also 
new,  calls  for  details  on  proposed  methods  of  obtaining  the 
required  funds.  In  view  of  the  controversies  between  the 
American  railroads  and  the  Interstate  Commerce  Com- 
mission, arising  from  the  latter's  accounting  rulings,  the 
operation  of  the  English  law  should  be  followed  with  interest. 

A.  M.  Sakolski. 
Nbw  Yobk  Univkbsitt. 
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LUMBER  GRADING  IN  THE  PACIFIC 
NORTHWEST  1 

An  interesting  phase  of  the  organization  of  trade  is  to 
be  found  in  the  systems  of  grading  that  have  been  adopted 
by  the  lumber  industry  in  the  great  timber  producing  sec- 
tions of  America.  In  the  Pacific  Northwest  the  system 
is  a  growth  of  the  last  ten  years ;  and  tho  complete  unanimity 
on  the  part  of  the  various  mills  has  not  yet  been  obtained, 
an  enormous  quantity  of  lumber  is  annually  shipped  only 
after  the  issuance  of  a  sworn  certificate  of  grade.  It  is 
mainly  to  the  cargo  trade  that  the  system  applies.  Recently, 
however,  some  attention  has  been  given  to  rail  shipments. 

The  need  of  a  system  of  grading  was  not  keenly  felt  in 
the  pioneering  stages  of  the  industry.  In  the  early  days 
the  lumber  was  commonly  loaded  on  the  ships  as  it  came 
from  the  mills.  In  some  instances  yards  were  established 
at  the  port  of  destination,  and  from  these  the  lumber  was 
distributed.  In  other  cases  it  was  simply  discharged  from 
the  vessels,  sorted  into  lots,  and  sold  at  auction.  Such  a 
system  could  not,  of  course,  long  continue  without  some 
modification,  due  to  the  knowledge  that  the  manufactiurers 
acquired  as  to  the  demands  of  the  different  markets.  Later, 
when  the  reputation  of  the  Douglas  Fir,  or,  as  it  is  sometimes 
called,  the  Oregon  Pine,  was  established,  purchasers  would 
send  orders  to  the  mills,  stating  what  sort  of  lumber  they 
required.  For  some  time  the  business  was,  in  the  main, 
done  directly  between  the  mills  and  their  distant  customers; 
but  when  the  needs  of  the  markets  had  become  well  under- 
stood and  a  considerable  business  had  been  built  up,  the 
"broker,"  with  headquarters  at  San  Francisco,  made  his 
appearance. 

>  For  most  of  the  facts  here  given  the  author  wishes  to  acknowledge  his  indebtedness 
to  President  E.  G.  Ames  and  Secretary  Fred  W.  Alexander,  of  the  Pacific  Lumber 
IniQ)ectioD  Bureau,  and  Secretary  Frederick  D.  Becker,  of  the  Pacific  Coast  Shippen' 
Association. 
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The  lumber  broker  is  not  always  what  the  name  implies. 
It  is  said  by  some  of  the  manufacturers  that  he  is  conmionly 
a  speculator,  who  makes  his  contracts  with  the  mills  at  a 
time  when  prices  are  low,  hoping  to  profit  by  a  rise,  tho 
sometimes  ostensibly  doing  a  commission  business.  How- 
ever this  may  be,  one  of  the  chief  results  of  his  activity  is 
to  intensify  competition.  The  customer  who  buys  lumber 
for  his  own  use  natxu-ally  wishes  to  get  it  on  the  most  favor- 
able terms  possible;  and  the  broker  is  a  specialist  in  buying, 
and  can  more  largely  devote  his  energies  to  it. 

Where  no  system  of  grading  is  adopted  for  a  commodity 
that  varies  considerably  in  quality,  competition  is  likely  to 
put  upon  the  seller  great  pressure  to  provide  goods  somewhat 
better  than  his  contract,  strictly  interpreted,  would  call  for. 
This  pressure  seems  to  have  been  keenly  felt  by  the  lumber 
mills.  The  new  mills,  in  particular,  according  to  President 
Ames,  would  sometimes  establish  in  this  way  a  reputation 
that  they  found  very  difficult  to  maintain;  and  such  com- 
petition was  injurious  to  the  older  ones.  A  more  important 
reason,  perhaps,  why  competition  should  strongly  take 
this  form  is  due  to  the  nature  of  the  liunber  trade.  In  this 
section  of  the  country  the  lumber  is  commonly  put  on  the 
ships  while  it  is  still  more  or  less  green;  the  distances  to  be 
travelled  are  great;  the  means  of  transportation  are  slow; 
and  considerable  variations  of  temperature,  humidity, 
and  the  like  are  experienced.  Under  such  circumstances 
there  is  likely  to  be  some  deterioration  of  the  product. 
Moreover,  the  time  that  must  elapse  during  the  voyage  is 
sufficientiy  great  to  permit  important  changes  in  the  market, 
and  the  pxu'chaser  may  regret  his  bargain  by  the  time  the 
shipment  reaches  its  destination.  In  such  cases  a  claim 
that  the  lumber  is  not  so  good  as  that  ordered  is  likely  to 
be  filed;  and  as  it  is  difficult,  if  not  impossible,  for  the  mill 
to  check  up  the  shipment,  a  reply  to  such  a  claim  is  not 
easy. 

To  meet  this  situation  the  manufacturers  wished  to  have 
some  system  whereby  the  sale  could  be  regarded  as  com- 
pleted when  the  lumber  was  put  on  board  the  ship,  no  re- 


Digitized  by  VjOOQ  IC 


640  QUARTERLY  JOURNAL  OF  ECONOMICS 

sponsibility  being  assumed  for  what  might  happen  on  the 
voyage.  Accordingly  there  was  formed,  in  1903,  as  a 
branch  of  the  Pacific  Coast  Lumber  Manufacturers'  As- 
sociation, an  organization  known  as  the  Pacific  Lumber 
Inspection  Bureau;  the  work  of  this  bureau  being  in  the 
hands  of  a  conunittee  representing  the  various  districts 
interested.  In  1907  the  Bureau  was  incorporated  as  a 
separate  business  organization,  its  shareholders  being  the 
various  mills  that  wish  to  make  use  of  its  services.  During 
the  summer  of  1911  there  was  a  merger,  under  the  name 
of  the  West  Coast  Lumber  Manufacturers'  Association, 
of  the  three  important  organizations  that  had  represented 
the  general  interests  of  the  trade  in  this  section  of  the  coun- 
try—  the  Pacific  Coast,  the  Oregon  and  Washington,  and 
the  Southwestern  Washington  Lumber  Manirfacturers' 
Associations  —  and  the  Pacific  Lumber  Inspection  Bureau 
took  over  the  work  of  the  inspection  bureau  of  the  two 
associations  last  named.  Tho  there  are  still  a  few  mills 
that  have  declined  to  become  members  of  the  Bureau,  it 
now  includes  all  but  two  of  the  largest  cargo  mills  within 
its  territory,  which  comprehends  the  western  parts  of  British 
Columbia,  Washington,  and  Oregon.  Among  its  members 
are  a  number  of  mills  that  are  not  connected  with  the  West 
Coast  Lumber  Manufacturers'  Association. 

The  work  of  the  Bureau  is  what  its  name  implies  — 
the  inspection  of  lumber.  It  publishes  schedules  of  grades 
and  dimensions,  for  export  and  domestic  trade,  and  lists 
of  prices  to  serve  as  standards  of  relative  values  and  bases 
for  the  quotation  of  prices.  Members  of  the  Bureau  are  not, 
however,  bound  to  make  use  of  these  schedules,  as  the 
Bureau  will  inspect  according  to  any  standard  grading  rules, 
or  even  according  to  the  terms  of  a  special  contract. 

The  territory  of  the  Bureau  is  divided  into  seven  districts, 
one  in  British  Columbia,  four  in  Washington,  and  two  in 
Oregon.  Each  of  these  is  under  the  care  of  a  district  su- 
pervisor, who  is  subject  to  the  chief  supervisor.  The  actual 
work  of  inspection  is  done  by  local  inspectors,  or,  as  they 
are  sometimes  called,  sm-veyors  or  tallymen.    Wh^i  the 
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work  is  completed  the  inspector  provides  a  sworn  certificate 
of  grade,  which  is  countersigned  by  the  district  sui)ervisor, 
presented  to  the  shipper,  and  by  him  sent  to  the  coneignee. 
Until  recently  the  inspectors  were  employees  of  the  separate 
mills,  but  were  licensed  by  the  Bureau.  It  was  the  policy 
of  the  Bureau  to  keep  a  careful  record  of  the  name,  residence, 
habits,  and  experience  of  the  inspectors,  and  to  refuse  the 
countersignature  of  the  supervisor  to  the  certificates  of  any 
on  whom  it  felt  that  it  could  not  rely.  Recently,  however, 
the  inspectors  in  a  majority  of  the  districts  have  been  made 
employees  of  the  Bureau,  looking  to  it  for  their  positions 
and  their  remuneration.  In  these  cases  the  Bureau  itself 
collects  from  the  mills  the  payment  for  the  work  of  inspection. 
It  will  probably  not  be  long  before  this  system  is  applied 
to  all  the  districts. 

A  discussion  of  lumber  inspection  in  this  section  of  the 
country  would  be  incomplete  without  some  reference  to  the 
Pacific  Coast  Inspection  Bureau,  an  organization  which 
must  not  be  confused  with  the  Pacific  Lumber  Inspection 
Bureau,  the  former  being  a  department  of  the  Pacific  Coast 
Shippers'  Association.  While  there  is  some  rivalry  between 
the  two  bureaus,  their  work  is,  in  the  main,  of  a  different 
character.  The  Pacific  Coast  Inspection  Bureau  is  concerned 
primarily  with  rail  shipments.  While  it  will,  upon  request, 
inspect  the  lumber  before  it  is  put  on  the  car  (or  the  ship) 
and  issue  a  certificate  of  grade,  its  chief  function  is  to  inspect 
the  lumber  after  it  has  reached  the  pxu-chaser  in  cases  where 
there  is  complaint  that  it  is  not  up  to  grade.  The  chief 
market  for  Washington  lumber  is  in  the  Middle  West,  and 
the  headquarters  of  this  bureau  are  at  Minnesota  Transfer, 
in  St.  Paul.  From  this  point  salaried  inspectors  cover  a 
large  territory  in  Minnesota  and  nearby  states.  Salaried 
inspectors  are  available  also  in  Washington,  Idaho,  Montana, 
and  the  Dakotas.  In  addition  there  are  deputy  inspectors, 
employed  on  a  contingent  basis,  at  a  considerable  number 
of  points  m  the  United  States  and  Canada,  reaching  places 
as  far  distant  as  Regina,  Sask.,  and  Boston,  Mass.,  where 
the  amoimt  of  work  to  be  done  is  not  sufficient  to  warrant 
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the  employment  of  an  official  inspector.  In  some  cases 
visits  are  made  to  the  yards  of  the  purchasers,  but  more 
commonly  samples  are  sent  to  the  inspectors,  whose  reports 
are  made  on  the  bads  of  these  samples.  If  as  much  as 
five  per  cent  of  the  lumber  is  found  to  be  off-grade  the  cost 
of  inspection  is  borne  by  the  shipper;  otherwise  it  is  borne 
by  the  complainant. 

A  number  of  different  schedules  of  grades  are  published; 
and  until  a  careful  examination  is  made  it  is  likely  to  be 
thought  there  are  several  different  systems.  In  the  first 
place,  there  are  four  kinds  of  wood  —  fir,  cedar,  spruce,  and 
hemlock  —  and  a  different  schedule  applies  to  each  of  these. 
Separate  schedules  are  published  for  each  of  the  three  classes 
of  shipments  —  export,  domestic  (chiefly  the  cargo  trade 
to  California  ports),  and  rail.  The  key  to  the  situation 
is  to  be  found  in  a  rather  elaborate  schedule,  covering  the 
different  kinds  of  wood,  published  by  the  Associated  Bureau 
of  Grades,  which  represented  the  three  organizations  recently 
united  under  the  name  of  the  West  Coast  Lumber  Manu- 
facturers' Association.  This  bureau  does  not  provide 
certificates,  its  work  being  described  as  chiefly  educational. 
Its  schedules  are  very  generally  tak^i  as  the  standard. 
The  grades  as  defined  by  the  others  do  not  differ  materially 
in  character  from  those  of  the  Associated  Bureau;  but  some 
of  the  schedules  contain  grades  that  others  do  not.  The 
differences  are  to  be  attributed  chiefly  to  the  different 
purposes  for  which  the  schedules  are  issued.  The  demands 
of  the  export  market,  for  example,  differ  somewhat  from 
those  of  the  California  market.  In  the  former  case  the 
difficulties  of  the  voyage  make  it  necessary  to  select  lumber 
which,  even  tho  not  thoroly  seasoned,  is  not  so  green  as 
some  of  that  which  is  shipped  to  California. 

The  chief  considerations  governing  the  determination 
of  grade  are  the  way  in  which  the  lumber  is  cut  and  the 
defects  it  contains.  Very  often,  tho  not  always,  a  grade 
is  designated  by  the  purpose  for  which  it  is  intended.  As 
examples  may  be  mentioned  "deck  plank,"  "raiboad 
ties,"   and   "flooring  no.    1."    Such  terms  as   "clears," 


Digitized  by  VjOOQ  IC 


NOTES  AND  MEMORANDA  S43 

"selects,"  "merchantable,"  and  "common"  are  applied 
only  to  rough  Imnber.  Among  the  defects  considered  are 
knots,  pitch  pockets,  wane,  rot. 

The  number  of  grades  is  far  too  great  to  permit  considera- 
tion in  detail.  A  few  illustrations,  taken  from  Export 
List  G  of  the  Pacific  Lumber  Lispection  Bureau,  which 
applies  only  to  fir,  will  perhaps  be  sufficient  to  show  the 
nature  of  the  grading. 

Merchantable:  This  grade  shall  consist  of  sound,  strong  lumber, 
free  from  shakes,  large,  loose,  or  rotten  knots,  and  defects  that 
materially  impair  its  strength;  well  manufactured  and  suitable 
for  substantial  constructional  purposes.  Will  allow  slight  varia- 
tions in  sawing,  sound  knots,  pitch  pockets  and  sap  on  comers, 
i  the  width  and  i  the  thickness  or  its  equivalent.  Defects  in  all 
cases  to  be  considered  in  connection  with  the  size  of  the  piece  and 
its  general  quality.  In  timber  10x10  inches  and  over  sap  shall 
not  be  considered  a  defect.  Discoloration  through  exposure  to 
the  elements,  other  than  black  sap,  shall  not  be  deemed  a  defect 
excluding  lumber  from  this  grade,  if  otherwise  conforming  to 
Merchantable  grade. 

Fir  Flooring  No.  1.  Edge  grain,  shall  be  free  from  all  defects 
and  well  manufactured.  Ai^e  of  grain  not  more  than  45  degrees 
from  vertical. 

Stepping  No.  2.  This  grade  shall  show  edge  grain  on  face  to  ex- 
tent of  not  less  than  i  its  width  and  conform  generally  to  grade 
of  "Selects." 

The  amount  of  lumber  annually  inspected  by  the  Pacific 
Lumber  Inspection  Bureau  has  increased  greatly,  not  only 
as  an  absolute  quantity,  but  in  proportion  to  the  amount 
shipped  and  reported  to  it.^  In  1904,  out  of  a  total  of 
1,051,201,335  feet,  board  measure,  405,462,497  feet  were 
inspected.  In  1910,  the  last  year  for  which  the  figures  are 
available,  out  of  1,574,119,519  feet,  1,023,884,273  feet  were 
inspected.  The  inspection  of  lumber  for  rail  shipments 
was  begun  only  about  two  years  ago,  and  the  amount  in- 
spected is  still  very  small  as  compared  with  the  total.    In 

1910  only  5,354,144  feet  were  inspected.    The  figures  for 

1911  are  expected  to  exceed  30,000,000. 

1  I  am  informed  that  the  amounts  reported  oover,  aa  f ar  as  the  Bureau  is  able  to 
ascertain,  the  total  shipments  made. 
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The  system  of  inspection  was  established  by  the  manu- 
facturers for  their  own  benefit;  but  it  would  appear  that, 
properly  and  fairly  managed,  it  should  be  a  benefit  to  all 
concerned.  It  is  not  to  be  expected  that  there  should  be 
no  evils  connected  with  it.  Whether  or  not  it  should  be 
regarded  as  an  evil  that  the  risk  of  deterioration  during  a 
long  voyage  must  be  borne  by  the  buyers  is  a  matter  about 
which  it  is  impossible  to  speak  with  confidence.  In  so 
far  as  the  system  makes  contracts  clear  and  definite  it  would 
seem  to  be  distinctly  good.  Of  course  it  is  necessary  that 
the  certificates  of  grade  be  thoroly  reliable.  The  men 
in  charge  of  the  Pacific  Lumber  Inspection  Bureau  seem  to 
realize  this;  and  considerable  emphasis  is  laid  upon  the 
claim  that  the  certificates  are  widely  accepted  as  honest 
and  impartial.  Some  time  ago  representation  on  the  in- 
spection conunittee  was  offered  to  the  Merchants'  Exchange 
of  San  Francisco;  but,  for  reasons  which  do  not  appear, 
it  was  not  accepted.  No  matter  how  fairly  the  work  is 
done,  there  are  always  opportunities  for  misimderstandings; 
and  rulings  that  are  made  by  the  manufacturers  alone 
are  likely  to  be  regarded  as  interested  and  arbitrary.  It 
may  be  doubted,  however,  whether  it  is  practicable  to  have 
an  organization  representing  all  parties,  especially  as  r^ards 
the  export  trade.  The  possibility  of  government  inspection 
seems  to  have  been  thought  of  at  the  time  the  Bureau  was 
organized,  but  the  fact  that  the  competitive  territory  lies 
in  two  states  and  a  Canadian  province  rendered  this  plan 
likewise  impracticable.  The  system  of  inspection,  however, 
seems  to  be  fairly  well  established,  and  it  is  not  improbable 
that,  if  serious  dissatisfaction  should  arise,  some  method 
will  be  found  by  which  the  work  can  be  done  by  a  more 
representative  organization  or  an  independent  one. 

Vandervbbr  Custis. 
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The  object  of  the  following  dissertation  is  to  examine 
Ricardo's  criticisms  of  the  economic  doctrines  of 
Adam  Smith  as  set  forth  in  the  "  Wealth  of  Nations," 
with  a  view  to  ascertaining  to  what  extent  those  two 
celebrated  economists  actually  differed  in  their  con- 
ception and  treatment  of  economic  phenomena.  The 
criticisms  are  first  examined  separately,  the  opinions 
of  both  writers  on  each  particular  point  of  dispute 
are  briefly  stated,  and  an  attempt  is  made  to  account 
for  the  conflict  of  opinion.  Finally  the  results  thus 
obtained  are  considered  and  an  endeavor  made  to 
formulate  the  principles  underlying  them. 
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The  references  to  the  "  Wealth  of  Nations  "  are  to 
the  edition  of  that  work  edited  by  MacCuIloch,  1863. 
Those  to  the  "Principles  of  Political  Economy  and 
Taxation/'  to  Professor  Conner's  edition,  1903. 

I.    The  Nature  of  Value 

Adam  Smith,  as  he  himself  suggests,  was  strangely 
conscious  of  the  "  extremely  abstracted  nature "  of 
value,  and  his  exhortation  to  patience  and  attention 
with  which  he  ends  the  fourth  chapter  of  the  first  book 
of  his  "  Enquiry  into  the  Nature  and  Causes  of  the 
Wealth  of  Nations  "  is  neither  misplaced  nor  uncalled 
for. 

Paradoxical  tho  it  may  seem,  it  is  not,  however, 
value  gtui  value  which  is  so  difficult  to  apprehend; 
rather  is  it  "  quantity  of  labor  "  —  the  "  source  " 
of  value  —  that  is  enshrouded  in  mystery  and  proves 
so  illusive  to  the  understanding. 

"  The  value  of  any  commodity  to  the  person  who 
possesses  it,"  writes  Smith,  "  and  who  means  not  to 
use  or  consume  it  himself,  but  to  exchange  it  for  other 
conunodities,  is  equal  to  the  quantity  of  labor  which 
it  enables  him  to  purchase  or  command."  ^ 

This  statement  is  simple  if  "  quantity  of  labor  " 
were  endowed  with  some  distinctive  connotation. 

The  term  is  therefore  explained  and  it  is  evident 
that  it  conveyed  to  Smith  ideas  similar  to  those  which 
it  conveys  to  the  modem  economist.  ^'  Quantity  of 
labor  "  is  synonymous  with  "  toil,"  "  trouble  "  —  in 
a  word  with  ''  the  disutility  of  labor." 

Unfortunately,  ''  it  is  often  difficult  to  ascertain 
the  proportion  between  two  different'  quantities  of 

>  Watdth  of  Nations.  Book  I.  ohap.  ▼,  p.  13. 

>  Wetdth  of  Nmtioni.  Book  I,  obap.  ▼.  p.  14. 
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labor";  moreover  "every  commodity  is  more  fre- 
quently exchanged  for,  and  thereby  compared  with, 
other  commodities  than  with  labor."  Fmther  "  the 
greater  part  of  people  understand  better  what  is  meant 
by  a  quantity  of  a  particular  commodity  than  by  a 
quantity  of  labor." 

"  Hence  it  comes  to  pass  that  the  exchangeable 
value  of  every  commodity  is  more  frequently  estimated 
by  the  quantity  of  money  than  by  the  quantity  either 
of  labor  or  of  any  other  commodity,  which  can  be  had 
in  exchange  for  it."  ^ 

But  gold,  the  metal  of  the  English  monetary  stand- 
ard, fluctuates  in  value  accordmg  as  it  is  more  or  less 
difficult  to  obtain  from  the  mines:  wherefore  it  cannot 
be  an  accurate  measure  of  the  value  of  other  commodi- 
ties. 

So  far  the  issue  is  clear. 

I.  The  value  of  a  commodity  is  equal  to  the  quan- 
tity of  labor  which  it  can  purchase. 

II.  Labor  is  an  unsuitable  mediimi  in  which  to 
express  value.  Gold  is  more  frequently  used 
than  any  other  commodity  for  that  purpose, 
tho  it  is  not  an  invariable  measure. 

At  this  point  Adam  Smith  states  a  somewhat  start- 
ling proposition.  "  Equal  quantities  of  labor  at  all 
times  and  places  may  be  said  to  be  of  equal  value  to 
the  laborer.  The  price  which  he  (the  laborer)  pays 
must  always  be  the  same  whatever  may  be  the  quan- 
tity of  goods  which  he  receives  in  return  for  it."  * 
The  pain,  the  trouble,  in  a  word  the  disutility,  involved 
in  the  work  of  say  an  agricultural  laborer  in  the  year 
1600  is  identical  with  that  of  the  average  Hodge  in 

1  Wealth  of  Nations,  Book  I,  Chap,  y,  p.  14. 
>  Wealth  of  Nations,  Book  I,  chap.  ▼.  p.  15. 
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1776  or  1908.  In  general  terms  the  proposition  states 
that  the  disutihty  of  labor  (in  any  given  grade)  is 
constant.  This  remarkable  assertion  furnishes  an 
excellent  subject  for  debate;  but  so  many  and  diverse 
are  the  conditions  which  determme  the  disutility  of 
labor  that  it  is  well-nigh  impossible  to  treat  it  with 
anjrthing  approaching  scientific  accuracy. 

On  this  assumption,  however,  Smith  lays  it  down 
that  labor  is  an  invariable  standard  of  value.  It  is 
the  "  real "  price  of  commodities;  money  is  their 
nominal  price  only. 

Adam  Smith  here  turns  from  the  laborer's  view  of 
labor,  what  may  be  termed  the  subjective  view,  to 
the  employer's  view  of  labor,  or  what  may  be  termed 
the  objective  view.  "  Tho  equal  quantities  of  labor 
are  always  of  equal  value  to  the  laborer,  yet  to  the 
person  who  employs  him,  they  appear  sometimes  to 
be  of  greater  and  sometimes  of  smaller  value."  ^  It  is 
not,  however,  that  labor  alters  in  value:  variations 
take  place  in  the  value  of  commodities.  Because  the 
laborer  always  "  gives  up  "  the  same  quantity  of  labor, 
when  he  gets  much  in  return  commodities  are  cheap, 
when  little  they  are  dear.  To  the  laborer  (and  he  is 
the  all-important  person  to  Smith),  the  value  of  labor 
is  constant;  that  of  other  things  varies.  On  the  other 
hand,  because  the  employer  always  obtains  an  equal 
quantity  of  labor  from  a  given  man  in  a  given  grade, 
when  he  gives  little  in  return,  labor  is  cheap,  when 
much,  labor  is  dear.  To  the  employer,  the  value  of 
labor  varies,  while  other  things  remain  constant. 

The  subject  is  further  complicated  by  the  introduc- 
tions of  a  "  nominal  "  and  "  real  "  price  of  labor  "  in 
this  popular  sense."  The  "  real "  price  of  labor 
consists  in  the  necessaries  and  conveniences  of  life 

>  Waidth  of  NfttSons,  Book  I,  ohap.  ▼.  p.  16. 
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which  are  given  for  it;   its  "  nominal "  price  in  the 
quantity  of  money. 

Value,  then,  according  to  Adam  Smith  has  four 
different  connotations  according  as  it  is  considered 
from  different  points  of  view. 

I.  From  the  Laborer's  Standpoint:  — 

A.  The  value  of  a  commodity  is  equal  to  the  quan- 
tity of  labor  which  it  "  embodies." 

II.  From  the  Employer's  {or  possessor's)  Standpoint:  — 
The  value  of  a  commodity  is  equal  to  — 

A.  The  quantity  of  labor  for  which  it  will  exchange. 

B.  The  necessaries  and  conveniences  of  life  for 
which  it  will  exchange. 

C.  The  amount  of  money  for  which  it  will  exchange. 

Smith  unf ortimately  is  not  consistent  in  his  use  of 
these  definitions.  By  "  value  "  he  sometimes  means 
"  real "  value  (I,  A) ;  sometimes  "  nominal  value  " 
(II,  C) ;  and  he  frequently  confuses  the  quantity  of 
labor  "  realized "  in  a  commodity  (I,  A)  with  the 
quantity  of  labor  that  commodity  will  purchase  in  the 
market  (II,  A). 

Ricardo's  treatment  of  labor  in  relation  to  value, 
tho  highly  abstract,  is  much  more  definite,  much  more 
consistent. 

Granted  the  possession  of  utility,  every  commodity 
has  a  "  real  "  and  an  "  exchange  ''  value. 

The  "  real "  value  of  a  commodity  is  equal  to  or  is 
determined  by,  the  quantity  of  labor,  direct  and  in- 
direct, "  embodied  "  in  it. 

The  "  exchange  "  value  of  a  commodity,  except  in 
the  case  of  that  which  is  the  subject  of  a  monopoly, 
is  determined  by  its  cost  of  production,  i.  c,  the  ratio 
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of  exchange  of  commodities  is  regulated  by  the  amount 
of  labor  realized  in  them. 

Labor  according  to  this  view  obviously  cannot  have 
a  "  real "  value,  nor  therefore,  strictly  speaking,  an 
exchange  value.  Ricardo,  however,  does  ascribe  a 
value  to  labor.  The  value  of  labor  is  equal  to  the 
^'recW  value  of  the  conveniences  and  necessaries 
consumed  in  its  maintenance. 

On  this  view  of  value  and  labor  Ricardo  bases  all 
his  subsequent  speculation,  and  he  adheres  to  it  with 
great  pertinacity. 

Both  Smith  and  Ricardo  are  at  one  in  regarding 
labor  as  the  "  source  "  *  of  value,  tho  the  latter  is  more 
accurate  in  taking  cognizance  of  the  economic  ^ort 
exerted  by  indirect  labor  or  capital.  Ricardo,  however, 
criticises  Smith  on  five  points.  He  maintains  in 
opposition  to  Smith:  — 

A.  That  labor  is  not  a  standard  measure  of  value. 

B.  That  com  also  varies  in  value  and  cannot  be  a 
standard  measure. 

C.  That  the  term  "riches"  is  not  synonymous 
with  "  value." 

D.  That  labor  rises  and  falls  in  value  not  according 
as  a  greater  or  lesser  quantity  of  the  necessaries 
and  conveniences  of  life  are  apportioned  to 
labor,  but  according  as  a  greater  or  less  "  real  " 
value  as  realized  in  economic  wealth  is  thus 
apportioned. 

E.  That  a  rise  in  the  price  of  labor  is  not  uniformly 
followed  by  a  rise  in  the  price  of  conunodities. 

>  8m  lUcMdo'sWocki.  edited  by  MmeCttIloeli,|».  461. 
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A.  Labor  as  a  Measure  of  Value 

With  regard  to  labor  as  a  measure  of  value,  it  ought 
to  be  noted  that  Smith  nowhere  definitely  states  that 
the  quantity  of  labor  realized  in  a  commodity  is  equal 
to  the  quantity  of  labor  that  conmiodity  will  purchase 
in  the  market.  When  he  regarded  labor  as  the  real 
standard  of  value,  he  did  so  from  the  point  of  view  of 
the  laborer.  He  was  looking  at  labor  subjectively. 
"  Sometimes/'  says  Ricardo,  "  he  (Adam  Smith) 
speaks  of  com,  at  other  times  of  labor,  as  a  standard 
measure,  not  the  quantity  of  labor  bestowed  on  the  pro* 
duction  of  any  direct,  but  the  quantity  which  it  can 
command  in  the  market."  ^  Now  it  is  just  '^  this 
quantity  of  labor  bestowed  on  the  production  of  any 
object "  that  is  jSmith's  standard  measure.  Because 
generally  speaking  for  an  average  baker,  it  requires 
a  given  quantity  of  labor,  say  x,  to  produce  a  loaf 
of  bread,  no  matter  whether  that  loaf  is  sold  for  3d.  or 
lOOd.,  it  is  always  of  the  same  ''  real ''  value.  Even 
if  it  were  kept  a  week  and  became  so  stale  as  to  be  quite 
useless,  it  would  still  embody  a  quantity  of  labor  and 
be  of  the  same  real  price,  tho  its  nominal  price  would 
have  fallen  to  zero  owing  to  absence  of  demand.  In 
other  words,  ''  real "  value  (I,  A,  above)  would  have 
remained  constant;  the  other  values  (II,  A,  B,  and  C) 
would  have  ceased  to  exist. 

This,  we  take  it,  is  all  Smith  really  meant  when  he 
spoke  of  labor  being  a  measure  of  value.  He  quite 
failed  to  see  that  value  is  essentially  a  social  and  not 
an  individualistic  conception,^  and  that  relatively  to 
a  theory  of  value,  the  subjective  view  of  labor  is  of 
little  importance. 

>  FrineiplM,  p.  8. 

>  See  SdifniAa's  Prineiples  of  Boonomioi,  efaap.  liii,  p.  IM. 
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This  is  not,  however,  the  place  to  criticize  Smith's 
theories  in  the  light  of  modem  science.  Suffice  it, 
then,  to  say  that  when  Smith  was  specifically  con- 
sidering ''  labor  "  as  an  invariable  measure  of  value,  he 
did  not  attach  to  that  term  the  meaning  implied  by 
Ricardo.  Unfortunately,  as  has  been  already  observed, 
Smith  was  very  inconsistent  in  his  use  of  the  term 
value,  and  in  later  portions  of  his  great  work  he  does 
confound  the  quantity  of  labor  realized  in  a  commodity 
with  the  quantity  of  labor  it  will  purchase  in  the 
market.  In  so  far,  then,  as  Smith  makes  this  mistake, 
Ricardo's  criticism  is  just  and  accurate. 

B.  Cam  08  a  Measure  of  Value 

Because  a  quantity  of  com  will  not  necessarily 
purchase  the  same  quantity  of  labor  as  it  embodies, 
com  equally  with  labor  cannot  be  an  invariable  stand- 
ard of  value.  ''  Equal  quantities  of  com  will  at  distant 
times  "  says  Smith,  ^'  be  more  nearly  of  the  same  '  real 
value,'  or  enable  the  possessor  to  purchase  or  command 
more  nearly  the  same  quantity  of  the  labor  of  other 
people"  —  but  ''even  equal  quantities  of  com  will 
not  do  it  exactly."  ^ 

Com  is  not,  then,  a  perfect  standard  even  in  the 
opinion  of  Smith.  But  it  so  nearly  approaches  thereto 
that  in  the  "  Wealth  of  Nations  "  it  is  very  frequently 
assumed  to  be  a  perfect  standard  of  value. 

Smith  obviously  underestimated  the  divergence  of 
com  from  a  standard  —  because  a  given  amount  of  it 
''  always  feeds  the  same  number  of  people."  The 
only  cause  of  divergence  according  to  Adam  Smith 
is  to  be  found  in  the  different  conditions  through  which 
society  passes  in  its  progress  to  opulence  or  decadence, 

1  Weiath  cl  NaOoM.  Book  I.  eba».  d.  p.  le. 
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and  even  then  such  divergeace  is  not  on  account  of  a 
greater  or  lesser  quantity  of  labor  being  necessary  to 
the  production  of  a  given  quantity  of  com,  but  because 
of  a  greater  or  lesser  quantity  of  com  being  apportioned 
to  labor.  This  peculiar  view  of  the  value  of  com  is 
always  uppermost  in  Smith's  mind  and  frequently 
taints  his  reasoning.  In  particular  it  modified  unduly 
his  opinions  concerning  rent  and  the  ^ects  of  bounties 
on  exportation. 

Ricardo  in  emphasizing  the  fact  that  com  is  subject 
to  the  same  forces  that  produce  variations  in  the  value 
of  other  commodities,  and  that  it  must,  therefore,  vary 
in  its  own  value,  pointed  out  Smith's  inconsistency, 
and  corrected  his  bad  logic  in  placing  com  in  a  cat^ory 
by  itself  despite  its  possessing  all  the  characteristics 
of  an  ordinary  commodity. 

C.   Value  and  Rifles 

Smith's  inconsistency  in  his  use  of  the  term  ^'  value  " 
sometimes  results  in  his  confusing  that  term  with 
''  riches."  Commodities  possess  great  value  where 
there  is  either  scarcity  or  comparative  difficulty  in 
production.  Riches  imply  plenty  and  ease  in  produc- 
tion. A  reduction  in  value  is  therefore  quite  compatible 
with  an  increase  of  riches. 

Adam  Smith,  in  so  far  as  he  failed  to  distinguish  in 
the  applications  of  his  own  definitions  of  value,  must, 
as  a  necessary  consequence,  have  sometimes  confused 
value  and  riches. 

Again,  Smith's  ''  value  "  sometimes  means  ''  total 
utility."  Neither  economist  had  any  conception  of 
utility  as  the  term  is  now  understood  in  economic 
discussion  and  inquiry.  To  Smith  it  meant  usefulness; 
to  Ricardo,  capacity  to  satisfy  man's  more  pressing 
needs.    Much  less  did  either  realize  the  doctrine  of 
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marginal  utility,  and  the  relation  between  marginal 
utility  and  marginal  cost,  tho  Ricardo  did  see  that  it 
was  production  carried  on  under  the  most  disadvan- 
tageous circumstances  that  regulated  the  value  of 
commodities.  Still  it  can  scarcely  be  contended  that 
Smith  did  not,  in  his  own  mind,  distinguish  between 
economic  value  and  the  more  general  interpretation 
of  wealth  in  the  sense  of  riches.  So  elementary  and 
fundamental  a  conception  could  not  have  altogether 
escaped  him.  But,  as  has  been  remarked,  he  was  lax 
and  unscientific  in  his  use  of  terms,  more  particularly 
when  the  context,  as  in  his  later  discussions,  is  suffi- 
ciently clear  to  reveal  quite  naturally  and  immistakably 
the  point  to  which  he  wished  to  draw  the  attention  of 
his  readers.  On  the  other  hand,  Ricardo  did  not  make 
adequate  allowance  for  the  difference  between  his 
own  abstract  theory  of  '^  real "  value  and  the  theories 
of  Smith. 

D.   "  Real  "  Wages:  AUerationa  in  the  Wage-rate 

Ricardo's  theory  of  remimeration  led  him  to  ascribe 
a  quite  different  connotation  to  a  '^  rise  "  or  a  *'  fall '' 
in  the  wages  of  labor  from  that  adopted  by  Smith. 

To  the  former  a  "  rise  "  or  "  fall "  in  wages  meant 
more  or  less  real  value  as  realized  in  necessaries  and 
conveniences:  to  the  mind  of  the  latter  the  expressions 
conveyed  one  meaning  and  one  only,  viz.^  more  or  less 
of  the  necessaries  and  conveniences  of  life. 

An  alteration  in  wages,  therefore,  which  in  Ricardo 
would  be  described  as  a  rise,  might  in  Smith  appear 
as  a  fall  if  owing  to  greater  difficulty  in  production, 
less  necessaries  and  conveniences  represented  a  much 
greater  value  than  formerly.  Moreover  both  wage 
earners  and  profit  earners  might  receive  a  greater 
quantity  of  riches,  while  at  the  same  time  the  wage- 
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rate  might  have  decreased  and  the  profit  rate  increased, 
or  vice  versa. 

Where,  then,  there  is  apparently  a  difference  of 
opinion  between  the  two  economists  regarding  move* 
ments  in  wages  it  is  generally  only  apparent  and  not 
real.  Both  agreed  that  the  ^'  nominal "  wages  of 
labor  consisted  in  the  amount  of  money  the  laborer 
received.  But  while  Ricardo  (who  turned  his  face 
to  the  abstract  treatment  of  economic  phenomena, 
and  regarded  the  problems  of  distribution  as  being 
essentially  concerned  with  rates)  considered  the  real 
wages  of  labor  to  be  the  proportion  of  real  value,  as 
realized  in  commodities,  which  the  nominal  wages  of 
labor  enabled  the  laborer  to  purchase;  Adam  Smith 
(who,  as  the  object  of  his  great  work  would  suggest, 
concentrated  his  attention  on  the  more  obvious  con- 
ditions of  mankind)  regarded  **  real "  wages  as  being 
simply  and  solely  the  actual  amount  of  necessaries 
and  conveniences  over  which  the  nominal  wages  of 
labor  gave  the  laborer  power.  Ricardo  did  not  observe 
this  important  difference  in  definition  and  so  argues 
as  if  the  term  ''  real  wages  "  had  the  same  connotation 
in  the  '^  Wealth  of  Nations  "  as  he  ascribed  to  it  in 
his  "  Principles." 

E.  AUeratians  in  the  Wage-Rate  in  ReUUion  to  Price 

According  to  Ricardo  the  prices  of  all  conunodities 
can  rise  only  by  reason  of  a  fall  in  the  value  of  the 
circulating  medium.  The  main  cause  of  variation 
in  the  value  of  any  single  commodity,  however,  is  to 
be  found  in  the  changii^  quantities  of  labor,  direct 
and  indirect,  which  tibat  commodity  from  time  to 
time  **  realizes.''  In  other  words  a  conunodity  can 
only  permanently  rise  or  fall  in  exchange  value  relatively 
to  other  commodities  by  reason  of  an  increase  or  de- 
crease in  the  real  value  of  that  commodity. 
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It  follows,  therefore,  that,  other  things  being  equal, 
if  the  nominal  wages  of  labor  rise  and  a  greater  real 
value  is  appropriated  by  the  laborer,  since  no  greater 
quantity  of  labor  is  exerted  in  production,  the  prices 
of  commodities  remain  as  they  were  before  the  altera- 
tion in  wages.  Hence,  the  same  real  value  beuig 
produced,  if  a  greater  amount  is  given  to  labor  a  corre- 
spondingly smaller  amount  remains  for  the  owners  of 
capital.  In  other  words,  when  wages  rise  profits  fall, 
and  only  in  so  far  as  this  latter  circumstance  affects 
the  supply  of  capital  (or  indirect  labor)  will  the  price 
of  commodities  rise  or  fall.  Fundamentally  then,  in 
the  theory  of  Ricardo,  variations  in  the  rates  of  re- 
muneration do  not  in  themselves  affect  price. 

According  to  Smith  the  "  natural "  price  of  a  com- 
modity was  made  up  of  a  "  natural "  rate  of  wages, 
a  "  natural "  rate  of  profits  and  a  "  natural "  rate  of 
rent.^  If,  therefore,  the  amount  paid  to  labor  increased, 
price  tended  to  be  increased  by  a  corresponding  amount. 
Smith  did  not  realize  the  coimection  between  profits 
and  wages,  and  tho  he  speaks  of  a  "  rate  "  of  profits 
and  a  "  rate  "  of  wages,  it  is  doubtful  whether  he  quite 
comprehended  the  full  import  of  his  own  terminology. 
Consequently  he  did  not  fully  understand  that  the 
rates  of  profits  and  wages  are  complementary  the  one 
to  the  other;  that  as  the  one  rises  the  other  falls  by 
the  same  amount.  True,  in  Smith,  a  rise  in  the  wages 
of  labor  is  attended  by  a  fall  in  profits.  But  this  latter 
phenomenon  only  arises  indirectly  through  the  former 
bringing  about  a  more  intensified  competition  among 
capitalists,  whilst  in  Ricardo  the  fall  in  profits  is  in- 
evitable and  simultaneous  with  the  rise  in  wages. 

^  This  Utter  doctrine  of  natural  value  is  plainly  inoompatiUe  with  Smith's  former 
doctrine  of  value  baaed  on  labor  (see  below). 
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II.  The  Productivity  op  Different  Kinds 
OF  Labor 

The  Adam  Smith  did  not  accept  the  whole  of  the 
Physiocratic  doctrine  of  the  extreme  importance  of 
Agriculture,  he  did  believe,  as  his  opmions  on  the 
value  of  corn  testify,  that  agriculture  was,  for  certain 
peculiar  reasons,  the  most  profitable  of  employments. 
Those  peculiar  reasons  centre  round  the  fact  that  in 
agricultural  pursuits  nature  works  along  with  man; 
in  manufacture  "  nature  does  nothing." 

Adam  Smith,  it  is  plain,  did  not  realize  the  exact 
nature  of  economic  labor  in  spite  of  the  importance 
which  he  attached  to  it.  He  did  not  see  that  labor, 
as  is  so  clearly  demonstrated  by  J.  S.  Mill,  consists 
in  moving  things,  in  submitting  them  to  the  forces  of 
nature,  and  that  natural  forces  are  at  the  service  of, 
and  are  utilized  by,  the  manufacturer  as  well  as  by 
the  agriculturist.  Further,  economic  wealth  conveyed 
to  his  mind  the  idea  of  matter  in  a  particular  form; 
he  quite  failed  to  see  that  the  process  of  production 
is  not  completed  until  commodities  are  also  in  a  par- 
ticular place  at  a  particular  time,  —  in  short,  that 
economic  effort  is  engaged  in  producing  utilities. 

Again,  the  phenomenon  of  growth  as  manifested 
in  agriculture  seemed  to  have  no  counterpart  in  manu- 
facture. Without  discussing  the  dijfficult  biological 
conception  of  growth,  it  is  sufficient  in  order  to  refute 
Smith's  contention,  to  show  that  the  economic  labor 
of  the  farmer  is  in  essence  identical  with  that  of  the 
factory  hand.  Both  are  engaged  in  submitting  matter 
to  the  forces  of  nature.  True,  those  forces  are  differ- 
ent in  the  two  occupations;  nevertheless  they  are 
natural,  and  labor  consists  in  bringing  matter  and 
natural  forces  into  contact. 
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Ricardo,  tho  he  did  not  probe  the  subject  so  deeply 
as  Mill,  was  aUve  to  the  inaccuracy  of  Smith's  state- 
ment, and  in  differing  from  the  latter  on  this  point 
brings  sufficient  evidence  forward  to  justify  his  criti- 
cism. 

Still  an  early  surveyor  of  the  field  of  economic  phe- 
nomena as  it  presented  itself  to  the  economist  in  the 
middle  of  the  eighteenth  century  might,  we  suggest, 
be  likely  to  exaggerate,  as  Smith  did,  the  assistance 
given  by  nature  to  the  agriculturist  in  his  labor. 

In  the  first  place,  to  the  cursory  eye  it  does  appear 
that  natiu-e  labors  far  more  than  man  in  the  production 
of  raw  produce.  Man  prepares  the  ground  and  sows 
the  seed;  but  natiu-e  gives  the  increase.  Between 
seedtime  and  harvest  man  does  little  or  nothing. 
Moreover  a  manufacturer  does  not  turn  out  any  more 
matter  in  the  shape  of  finished  goods  than  he  received 
in  the  form  of  raw  produce.  As  has  been  observed 
there  is  no  phenomenon  in  manufacture  quite  analo- 
gous to  that  of  growth  in  agriculture.  And  we  are  of 
the  opinion  that  in  the  passage  under  discussion,  it  is 
this  conception  of  "  growth  "  that  Adam  Smith  wished 
to  emphasize.  Elsewhere  ^  he  is  more  pointed  and 
unmistakably  confirms  this  view.  On  the  other  hand, 
it  is  equally  tenable  that  Smith's  opinions  were  tainted 
by  his  classical  learning  and  his  contact  with  the 
physiocrats. 

In  the  second  place  it  would  not  appear  so  obvious 
to  Smith  that  natiu^  works  in  manufacture.  In  the 
evidence  which  Ricardo  brings  forward  in  contradiction 

>  Wealth  of  Nations,  Book  V.  chajK  i,  p.  313.  "  Tho  a  hiwhanriman  ■hookl  be  em- 
ployed in  an  expedition,  provided  it  begins  after  seedtime  and  ends  before  harvest, 
the  intenuption  of  his  business  will  not  ahrays  ooeasion  any  oonsiderable  diainution 
of  his  revenue.  Without  the  intervention  of  his  labor,  nature  does  herself  the  sn^ter 
part  of  the  work  which  remains  to  be  dons.  But  the  moment  that  aa  artifieer,  a  smith, 
a  carpenter,  or  a  weaver  quits  his  woik-house,  ihib  sole  source  of  his  revenue  is  com* 
pletely  dried  up.     Nature  does  nothing  for  hinu    He  does  aU  for  himself.'* 
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of  Smith's  assertion,  mention  is  made  of  tiie  steam 
engine.  But  steam  of  course  was  not  generally  applied 
in  industry  till  some  years  after  the  pubUcation  of  the 
''  Wealth  of  Nations/'  In  the  middle  of  the  eighteenth 
century  man  did  work  directly  on  matter  and  not,  as 
in  Ricardo's  time,  indirectly  by  regulating  nature's 
forces. 

In  this  connection  it  might  be  pointed  out  that  Smith 
also  regarded  the  work  of  soldiers,  servants,  and  the 
like,  as  "  improductive  "  in  character,  on  the  ground 
that  their  wages  were  paid  out  of  revenue  and  not  out 
of  capital.  Since  Ricardo  held  the  same  opinion,  he 
does  not  criticize  this  teaching,  equally  erroneous  tho 
it  be. 

III.  Rent 

A.   The  Rent  of  Land 

Adam  Smith  did  see,  tho  not  with  great  clearness, 
that  rent  "  entered  into  the  price  of  commodities  in  a 
different  way  from  wages  and  profits.  High  or  low 
wages  and  profits,"  he  says, ''  are  the  causes  of  high  or 
low  price;  high  or  low  rent  is  the  effect  of  it.  It  is 
because  high  or  low  wages  and  profits  must  be  paid 
in  order  to  bring  a  particular  commodity  to  market, 
that  its  price  is  high  or  low.  But  it  is  because  its  price 
is  high  or  low,  a  great  deal  more  or  very  Uttle  more 
or  no  more  than  what  is  sufficient  to  pay  those  wages 
and  profits,  that  it  affords  a  high  rent,  or  a  low  rent, 
or  no  rent  at  all."  * 

From  this  quotation  it  is  apparent  that  Smith  had 
some  idea  of  the  true  nature  of  rent.  In  discussing 
the  rent  of  mines  he  emmciates  the  ''  whole  principle  " 
of  rent,  to  the  satisfaction  even  of  his  keen  critic* 

>  Weidth  of  NatioDfl,  Book  I.  eha|».  si,  ik  07. 
s  RkMdo'a  PriadplM.  p.  816. 
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It  is,  however,  extremely  doubtful  whether  Adam 
Smith  had  any  real  conception  of  the  marginal  use  of 
land  or  of  capital  appUed  in  either  agriculture  or 
manufacture.  Tho  he  vaguely  felt  that  price  regulates 
rent  and  not  rent  price,  he  did  not  clearly  see  why  it 
was  so.  The  differential  nature  of  rent  escaped  him. 
Had  it  been  otherwise  he  would  not  have  argued  that 
the  rent  of  land  is  in  proportion  to  its  absolute  and  not 
to  its  relative  fertility.  Nor  would  he  have  contended 
that  com  lands  always  afford  rent  had  he  perceived 
that  it  is  production  carried  on  under  the  most  unfavor- 
able circumstances  that  regulatea  the  price  both  of 
com  and  all  commodities.  In  his  treatment  of  the 
rent  of  land  it  is  unquestionable  that  Smith  was  led 
astray  by  his  conception  of  the  stable  value  of  com. 
Moreover  he  entirely  overlooked  the  fact  that  agri- 
cultural production  is  sooner  or  later  carried  on  imder 
the  action  of  the  law  of  diminishing  return. 

That  com  lands  always  afford  rent  Ricardo  curtly 
denies.  On  the  contrary  he  maintains  that  there  is 
in  every  country  land  of  such  a  quality  that  it  cannot 
yield  a  produce  more  than  sufficiently  valuable  to 
replace  the  stock  employed  upon  it  together  with  the 
profits  ordinary  and  usual  in  that  country.  But 
setting  that  contention  a^de  he  rightly  claims  that 
''  it  is  the  same  thing  if  there  be  any  capital  employed 
in  Great  Britain  on  land  which  yields  only  the  return 
of  stock,  with  its  ordinary  profits,  whether  it  be  em- 
ployed on  old  or  on  new  land."  * ,  This  by  a  theoretical 
argument  he  judges  to  be  the  case.  To  say  that 
capital  is  applied  in  agriculture  up  to  the  mai^  is 
to  state  a  truism.  A  most  unenterprising  farmer 
would  be  he  who  did  not  use  as  much  capital  as  he 
profitably  could  in  the  cultivation  of  his  lands. 

>  PrinciplM,  p.  314. 
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Ricardo  proceeds  to  discuss  Smith's  distinction 
between  the  law  which  regulates  the  rent  of  land  and 
that  which  regulates  the  rent  of  mines.  Whereas  in 
the  one  case  rent  is  in  proportion  to  the  relative  fer- 
tility of  the  mine,  in  the  other  case,  says  Smith,  it  is 
in  proportion  to  the  absolute  fertility  of  the  earth. 
Ricardo  shows,  however,  that  even  if  all  land  paid 
rent,  the  difference  in  amount  paid  by  the  best  land 
from  that  paid  by  the  worst  land  would  be  in  propor- 
tion to  their  relative  and  not  to  their  absolute  fertility. 
And  this  is  quite  true  for  fertility  itself  is  a  relative 
term.* 

With  r^ard  to  the  rent  of  mines  Ricardo  disputes 
Smith's  assertion  that  the  most  fertile  mine  r^ulates 
the  price  of  coal  in  any  given  neighborhood,  contending, 
on  the  contrary,  that  the  least  fertile  source  of  produce, 
as  in  the  case  of  land,  r^ulates  price.  The  difference 
here  between  the  two  economists  is  really  very  slight. 
Adam  Smith  did  hold  that  the  price  of  coal  was  practi- 
cally identical  with  the  cost  of  production  in  the  least 
fertile  mine  actually  being  worked,'  whilst  Ricardo 
would  scarcely  have  disputed  the  influence  of  the 
supply  from  the  richer  mines  in  determining  which 
mine  was  to  be  the  marginal  mine.*  The  truth  appears 
to  be  that  the  product  of  the  larger  and  more  fertile 
mine  does  influence  supply  very  considerably  and 
therefore  affects  price.  At  the  same  time  cost  of 
production  in  the  least  fertile  mine  may  rightly  be 
claimed  to  be  the  index  of  price  at  any  given  time. 

It  ought  further  to  be  remembered  that  a  portion 
of  the  payment  tendered  for  the  use  of  a  mine  is  made 

>  **  There  is  no  abaolute  moMure  of  the  riehneee  or  fertility  of  the  land/'  ManhaU'e 
Prindplee,  vol.  i.  Book  IV,  chap,  iii,  x>.  157. 

s  Wedlih  of  Nations,  Book  I,  ehs|».  zi,  p.  77. 

*  Prineiples,  p.  817. 
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on  account  of  the  depreciation  in  the  value  of  the  land 
that  ensues  from  mining  operations.  This  fact  both 
economists  neglect. 

Again,  Ricardo  criticizes  Smith  on  the  point  as  to 
whether  the  rent  of  the  landlord  would  be  increased 
by  a  diminished  cost  of  production.  Adam  Smith, 
failing  to  perceive  the  application  of  the  doctrine  of 
the  margin,  —  that  rent  can  only  be  affected  by  in- 
fluencing marginal  production,  —  claims  that  imder 
the  specified  change,  the  proportion  set  aside  for  rent 
would  rise.  Ricardo  admits  this  if  regard  be  had  to 
the  permanent  and  ultimate  results,  but  that  the  tem- 
porary and  immediate  effect  would  be  a  great  fall  in 
rent.  He  argues  that  population  would  increase, 
that  resort  would  have  to  be  had  to  inferior  land,  and 
ultimately  price  and  rent  would  rise.  But,  emphasizing 
the  fact  that  rent  varies  according  to  relative  and  not 
absolute  fertility,  he  claims  it  would  immediately 
fall  by  any  innovation  that  led  to  a  diminished  cost 
of  production.^ 

Hence  he  concludes  that,  generally  speaking,  the 
interests  of  the  landlords  are  at  variance  with  those 
of  the  consumer  and  the  manufacturer.  Adam  Smith 
expresses  the  contrary  opinion  through  confusing  a 
high  value  of  money  with  a  low  value  of  com.  Smith 
maintains  that  if,  owing  to  importation,  the  value  of 
com  fell,  tho  the  landlord  would  get  less  money,  in 
rent,  that  lesser  quantity  would  purchase  a  greater 
niunber  of  commodities  and  a  greater  quantity  of 
labor  than  before.  Their  real  wealth,  he  afibms, 
would  remain  the  same.  This  statement,  of  course,  is 
incorrect  and  is  another  instance  of  Smith's  habit  of 

>  This,  of  ooiine»  is  true,  providing  m  Rioaido  i 
•ral,  {.  e.,  tluit  it  affeeii  all  acrioultural  ImmI.  St 
L..P.8S5. 
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regarding  the  value  of  com  as  a  standard.  Ricardo's 
contention  that  an  abundance  or  scarcity  of  the  pre- 
cious metals  affects  all  prices  alike,  whereas  an  increase 
or  decrease  in  the  value  of  com  affects  only  the  relative 
value  of  com,  is  a  perfectly  valid  one. 

Ricardo's  criticisms  of  Smith  on  rent  may  then  be 
attributed  to  the  following  circumstances. 

In  the  first  place  Smith  had  no  fixed  conception  of 
price  being  regulated  by  that  production  which  is 
undertaken  imder  the  most  disadvantageous  circum- 
stances, and  that  differences  in  rent  therefore  arise 
on  account  of  differences  in  the  conditions  under  which 
production  is  carried  on.  Hence  he  contended  that 
all  com  lands  pay  rent.  He  did  not  understand  that 
the  doctrine  of  the  margin  also  applies  to  the  employ- 
ment of  capital  in  production,  and  that  land  itself  may 
be  regarded  as  a  particular  form  of  capital.  Ricardo 
had  attained  to  this  knowledge.  His  theory  of  rent 
was  important  in  that  it  proved  that  rent  did  not  form 
a  component  part  of  price.  He  eliminated  rent  from 
his  theory  of  value.  To  Smith  there  was  a  "  natural  " 
rate  of  rent  just  as  there  was  a  natural  rate  of  profits 
and  wages,  and  this  ''  natural  rate ''  of  rent  formed 
part  of  natiu-al  value.  In  other  words,  as  has  been 
noted.  Smith  really  made  no  distinction  in  his  economic 
reasoning  between  marginal  and  intra-marginal  pro- 
duction. 

Secondly,  unlike  Ricardo,  Smith  did  not  recognize 
the  action  of  the  law  of  diminishing  return  in  agricul- 
ture. Hence  he  did  not  perceive  that  increased  cost 
of  production  would  eventually  result  from  a  more 
intensive  cultivation  of  old  land,  or  a  more  extensive 
cultivation  by  resort  being  made  to  new  and  inferior 
soils. 

In  the  third  place  Smith  frequently  adopts  com  as 
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a  standard  of  value.  This  Ricardo  never  does,  main- 
taining with  truth  that  political  economy  knows  of 
no  commodity  that  possesses  all  the  characteristics 
essential  to  an  invariable  standard. 


B.  On  the  Comparative  Value  of  GoJdy  Cofn,  and 
Labor  in  Rich  and  Poor  Countries 

Adam  Smith  divides  his  treatment  of  rent  into  three 
parts. 

First;  he  discourses  on  the  rent  of  that  land  which 
always  pays  rent.  Such  are  com  lands,  i.  e.,  those 
which  furnish  us  with  our  food  supply. 

Secondly,  there  are  the  lands  which  supply  the  raw 
produce  out  of  which  we  satisfy  our  secondary  needs 
—  clothing,  shelter,  and  the  Uke.  These  lands  some- 
times do  and  sometimes  do  not  afford  rent. 

Thirdly,  Smith  traces  the  variations  in  the  ratios 
of  exchange  of  these  two  classes  of  commodities  as  a 
nation  progresses  in  opulence,  and  after  a  lei^hy 
historical  inquiry  into  the  changes  that  took  place  in 
the  value  of  silver  from  the  fourteenth  to  the  ei^teenth 
century,  concludes  that,  as  a  nation  progresses  in 
wealth,  the  value  of  those  commodities  belonging  to 
Class  II  rises  relatively  to  those  of  Class  I.  His  con- 
tention, then,  is  that  as  a  nation  advances  to  opulence^ 
luxuries  and  conveniences  tend  to  rise  in  value  as  com- 
pared with  necessaries. 

Ricardo  in  Chapter  XXVIII  of  his  "  Principles,'^ 
on  the  "  Comparative  Value  of  Gold,  Com,  and  Labor 
in  Rich  and  Poor  Countries,"  enunciates  the  contrary 
proposition,  that  gold  is  cheaper  relatively  to  com  in 
a  rich  than  it  is  in  a  poor  country;  that  as  a  nation 
grows  richer  it  becomes,  more  and  more,  increasingly 
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difficult  to  obtain  the  food  supply,  and  that  consequently 
com  tends  to  rise  in  value  relatively  to  other  things. 
In  a  word,  agriculture  is  carried  on  according  to  the 
law  of  diminishing  return,  while  in  manufacture  no 
such  law  operates.^  His  ai^ument  is  chiefly  composed 
of  somewhat  disconnected  attacks  on  certain  passages 
from  Smith's  "  Digression  on  the  Value  of  Silver," 
which  Ricardo  isolates  from  their  context,  and  generally 
construes  in  a  sense  different  from  that  intended  by 
their  author. 

This  latter  consideration  effectually  accounts  for 
the  differences  of  opinion  between  the  two  economists 
on  matters  of  detail. 

It  has  been  suggested,  however,  that  Ricardo  failed 
to  grasp  the  particular  object  of  Adam  Smith's  argu- 
ment.' And  if  his  blunders  in  the  above  mentioned 
chapter  are  taken  as  a  guide,  the  opinion  is  well  founded. 
It  is  at  least  possible,  however,  that  he  not  only  com- 
prehended the  drift  of  Smith's  digression  on  the  value 
of  silver,  but  in  addition  attempted  to  controvert 
the  conclusion  therein  set  forth.  How  else  can  one 
account  for  the  brief  expression  he  gives  of  Smith's 
opinion  and  his  own  opposing  one,  in  the  following 
sentence.  "  I  have  endeavored  to  show,"  he  says, 
"  that  it  (the  value  of  gold)  will  be  low  in  rich  countries 
and  high  in  poor  coimtries;  Adam  Smith  is  of  a  differ- 
ent opinion;  he  thinks  that  the  value  of  gold  estimated 
in  com  is  highest  in  rich  countries."  * 

>  We  an  awmre  that  this  statement  ia  not  strictly  true,  and  that  it  is  not  found  in 
Ricanlo.  Both  the  laws  <^  diminishing  and  increasing  return  operate  in  agrioultore 
and  manufacture;  but,  whereas  in  the  former  the  balance  is  in  fayor  of  the  law  of 
D.R.,  in  the  latter  it  is  in  favor  of  the  law  of  I.R.  While  Smith  tadtly  assumed  both 
agriculture  and  manufacture  to  be  carried  on  according  to  the  law  at  constant  return, 
Ricardo  tacitly  wwwimed  that  law  to  operate  in  manufacture  only. 

>  Principles,  footnote,  p.  360. 
«  Prindpks,  p.  207. 
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As  for  the  diametrically  opposite  conclusions  at 
which  the  economists  arrived,  that  is  readily  explained 
when  the  assumptions  underlying  the  discussion  are 
considered.  Again  one  finds  a  good  example  of  how 
one  term  conveyed  to  the  mind  of  each  writer  a  very 
different  connotation. 

In  Adam  Smith's  writings,  a  rich  and  opulent  coun- 
try is  one  which  has  a  plentiful  supply  of  the  necessa- 
ries, conveniences,  and  luxuries  of  life;  one,  that  is, 
in  which  there  is  essentially  a  plentiful  supply  of  sub- 
sistence. In  Ricardo,  on  the  other  hand,  a  rich  country 
is  one  which  is  very  populous,  whose  lands  are  being 
more  and  more  intensively  cultivated  to  meet  the  ever 
growing  demand  for  food,  and  where  subsistence  tends 
to  become  dearer  and  dearer. 

Again,  Adam  Smith  failed  to  observe  the  action  of 
the  law  of  diminishing  return  in  agriculture;  but  he 
was  alive  to  the  importance  of  importation,  tho  he 
rightly  considered  that  cost  of  transport  and  insurance 
would  tend  to  render  com  dear  in  the  importing 
country.  Ricardo,  on  the  contrary,  laid  perhaps  undue 
stress  on  the  law  of  diminishing  return,  and  tended,  in 
this  and  like  discussions,  to  minimize  the  importance  of 
the  importation  of  food  from  foreign  territories.  If, 
of  course,  permanent  and  ultimate  conditions  be 
considered,  assuming  that  is,  that  all  lands  possibly 
available  are  being  worked  according  to  the  law  of 
diminishing  return,  there  is  much  truth  in  Ricardo's 
argument. 

Adam  Smith's  view  of  the  stable  value  of  com  over 
long  periods  is  important  in  this  connection,  since  it 
further  helps  to  account  for  the  difference  between  his 
own  and  Ricardo's  opinion  on  this  subject.  Com,  he 
holds,  remains  constant  because  population  or  demand 
for  com  is  regulated  by  the  supply  of  com.    The  one 
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therefore  tends  to  balance  the  other.  To  Ricardo,  as 
a  country  becomes  richer,  com  inevitably  becomes 
dearer  and  dearer  owing  to  the  action  of  the  law  of 

diyninifihing  retum. 

IV,  Profits 
A.   The  ReUUian  between  Profits,  Wages,  and  Capital 

Ricardo's  criticism  of  Adam  Smith's  doctrines 
concerning  profits  in  relation  to  capital  may  be  con* 
veniently  divided  into  two  parts. 

In  the  first  place  there  is  the  question  of  the  effect 
on  profits  of  the  accumulation  of  capital,  with  which, 
of  course,  is  involved  a  consideration  of  the  relation- 
ship between  profits,  capital,  and  wages. 

Secondly,  there  arises  the  inquiry  as  to  how  far 
alterations  in  the  market  rate  of  interest  can  be  re- 
garded as  indicating  like  alterations  in  the  rate  of 
profits. 

With  regard  to  the  accmnulation  of  capital  Adam 
Smith's  teaching  may  be  briefly  summarized.  In 
relation  to  the  earlier  social  stage  we  need  consider 
nothing  but  the  amount  of  labor  employed  in  the 
production  of  an  article  as  determining  its  exchange 
value,  but  in  more  advanced  periods  price  is  complex, 
and  consists  in  the  most  general  case  of  three  elements, 
—  wages,  profits,  and  rent.  Wages  are  the  reward  of 
labor.  Profit  arises  as  soon  as  stock,  being  accumu- 
lated in  the  hands  of  one  person,  is  employed  by  him 
in  setting  others  to  work,  and  supplying  them  with 
subsistence  and  materials  in  order  to  make  a  gam  by 
what  they  produce.  Profits  depend  in  the  main  on 
the  amount  of  capital  employed,  altho  the  rate  of 
profits  alters  with  the  increasing,  stationary,  or  declin- 
ing state  of  society.    The  increase  of  stock,  since  it 
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involves  competition  among  capitalists  for  labor, 
raises  wages  and  lowers  profits.  Conversely,  a  diminu- 
tion in  the  amount  of  stock  lowers  wages  and  raises 
profits. 

In  Book  III  of  the  "  Wealth  of  Nations  "  Adam 
Smith  outlines  what  he  conceives  to  be  the  natural 
progress  of  a  nation  in  opulence.  In  the  earlier  stages, 
agriculture  is  the  only  or  chief  occupation;  next  small 
towns  begin  to  arise  and  with  them  appears  the  growth 
of  manufacture  and  a  home  trade  between  the  coimtry 
and  the  towns  highly  beneficial  to  both  sets  of  pro- 
ducers. Finally,  capital  "  overflows  "  into  a  foreign 
trade  of  consmnption,  or  an  international  carrying 
trade.  Agriculture  is  a  more  productive  occupation 
than  manufactiu^,  and  manufactiu'e  than  the  carrying 
trade.  Capital,  then,  is  only  employed  in  a  carrying 
trade  because  it  exists  in  such  quantity  that  a  part  of 
it  cannot  be  profitably  employed  in  agriculture,  manu- 
facture, or  the  home  trade. 

To  both  of  these  conclusions,  namely:  — 

(1)  That  as  capital  accimiulates  profits  tend  to  fall, 
and 

(2)  That  capital  "  overflows  *'  into  the  carrying 
trade,  Ricardo  ui^es  objections.  He  holds  the  con- 
trary opinions:  — 

I.  That  profits  cannot  fall  except  by  reason  of  a 
rise  in  wages,  and  wages  cannot  rise  unless  the 
necessaries  and  conveniences  of  life  which  sup- 
port labor  rise  in  "  real "  value,  i.  e.,  unless 
a  greater  "  real  "  value  is  paid  to  labor. 

II.  That  capital  is  engaged  in  the  carrying  trade 
because  certain  ''  conveniences  and  ornaments 
of  Ufe"  can  be  better  obtained  in  that  way 
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than  by  home  manufacture  or  cultivation,  and 
not  because  the  said  capital  cannot  be  prof- 
itably employed  at  home. 

With  regard  to  the  first  of  these  propositions, 
Ricardo's  theory  is  that  the  accumulation  of  capital 
gives  rise  to  an  increase  in  population  which  involves 
an  increased  demand  for  food.  As  additional  food  is 
only  prociu-ed  at  greater  cost,  wages  rise  and  profits 
fall.  The  cause,  therefore,  of  the  fall  in  profits  is  the 
increase  in  wages  due,  not  to  the  competition  of  capi- 
talists in  their  search  for  labor  as  suggested  by  Smith, 
but  to  the  increased  cost  of  food. 

Ricardo  admits  Smith's  conclusion  if  regard  be  had 
to  the  short  period;  but  since  both  economists  were 
considering  ultimate  and  permanent  conditions  the 
difference  of  opinion  remains.  It  can  only  be  satis- 
factorily explained  by  a  consideration  of  the  assmnp- 
tions  underlying  the  arguments. 

A.  Ricardo  takes  it  for  granted  that  an  increase  of 
capital  leads  to  an  increase  in  population.  He 
neglects  any  possible  rise  in  the  standard  of  com- 
fort.^ Smith,  tho  in  a  former  part  of  his  work 
he  acknowledges  ^'  that  the  demand  for  men 
necessarily  regulates  the  supply  of  men,  quickens 
it  when  it  goes  on  too  slowly,  and  stops  it  when 
it  advances  too  fast,"  *  entirely  overlooks  this 
doctrine  in  discussing  the  problem  under  review. 

B.  Ricardo  postulates  the  law  of  diminishing 
return  in  agriculture.  Increase  of  population 
means  a  need  for  an  increased  food  supply  and 
this,  on  account  of  the  operation  of  the  fore- 

^  Rkftrdo  dwwben  aeknowiedfles  the  pombility  and  desinibUity  of  a  rise  in  the 
•taiidard  of  eomf  oii,  ooneequent  on  an  ineieaae  of  caintaL    See  Prineiplee,  p.  74. 

s  Wealth  of  Nations,  Book  I.  eha|>.  8.  p.  3A. 
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going  law,  can  only  be  obtained  at  increased 
cost.    Adam   Smith  recognizes  no   such   law, 
and  consequently  no  such  alteration  in  the  price 
of  food  as  the  action  of  that  law  tends  to  bring 
about.    Had  the  latter  then  been  quite  consis- 
tent he  would  have  argued  that  accumulation 
of  capital  leads  to  increased  population,  and 
tho  wages  will  temporarily  rise,  they  will  ulti- 
mately fall  again  to  their  former  level.    The 
difference  of  opinion,  then,  would  have  been 
attributable   to   Ricardo's   recognition   of   the 
law  of  diminishing  return  and  Smith's  neglect 
of  it. 
The  second  proposition  is  based  on  Ricardo's  vaUd 
contention  that  there  can  be  no  limit  to  demand  for 
luxuries,  nor  therefore  to  the  profitable  employment 
of  capital  in  producing  such  luxuries.    Adam  Smith, 
tho  he  elsewhere  ^  refers  to  the  illimitable  natmre  of 
demand,  inconsistently  neglects  such  a  consideration 
in  discussing  capital  in  relation  to  the  carrying  trade. 
It  is  not  improbable  that  his  a  priori  assumption  of 
the  right  or  "  natural ''  order  of  things  prejudiced  his 
opinion  on  the  subject  of  profits  tending  to  a  minimum 
with  the  progress  of  opulence,  and  the  possibility  of  a 
redundancy  of  capital.    On  the  other  hand.  Smith 
frequently  catches  glimpses  of  great  economic  truths, 
of  which,  however,  he  conceives  neither  the  full  mean- 
ing nor  the  real  importance.    The  identity  of  produc- 
tion and  consumption  would  seem  to  fiunish  a  good 
example   of   this   pm^onable   weakness.    The   possi- 
bility of  a  general  over-production  with  which  the 
problem  under  discussion  is  intimately  connected,  is  a 
question   that  has  puzzled  many  economists.    Still 
we  are  inclined  to  agree  with  Ricardo,  that  as  there 

1  Wealth  of  Natioos,  Book  I,  ohap.  id,  pp.  75-76. 
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is  no  limit  to  demand,  there  can  be  no  limit  to  the 
profitable  employment  of  capital,  and  that  therefore 
''  when  merchants  engage  their  capitals  in  foreign 
trade  or  in  the  carrying  trade,  it  is  always  from  choice 
and  never  from  necessity."  * 

B.  Profits  and  Interest 

Tho  Adam  Smith  recognized  that  profits  were  com- 
posed of  certain  elements,  he  did  not  enter  into  a 
discussion  of  the  different  forces  which  govern  those 
several  elements.  Hence  his  treatment  is  very  general 
and  inconclusive. 

On  the  bald  assertion  that  "  wherever  a  great  deal 
can  be  made  by  the  use  of  money  a  great  deal  will 
commonly  be  given  for  the  use  of  it,  and  that  wherever 
little  can  be  made  by  it  less  will  commonly  be  given 
for  it,"  *  he  attempts  to  trace  the  alterations  that  have 
taken  place  in  the  rate  of  interest  from  the  time  of 
Henry  VIII.  His  conclusion,  based  on  the  assimiption 
that  the  legal  rate  followed  and  did  not  precede  the 
market  rate  of  interest,  is  that  the  legal  rate  having 
gradually  fallen,  the  rate  of  profits  must  have  fallen 
also.  This  result  is  in  agreement  with  his  opinion 
on  the  effects  of  the  accumulation  of  capital  on  the 
rate  of  profits. 

Ricardo,  tho  his  treatment  of  profits  is  as  unanalyti- 
cal  as  Smith's,  refuses  to  accept  the  latter's  assump- 
tion that  the  legal  rate  of  interest  is  a  guide  to  the 
rate  of  profits.  He  virtually  denies  that  the  legal 
rate  followed  the  market  rate,  and  maintains  that, 
tho  this  latter  rate  would  be  more  reliable  than  the 
former,  it  is  imfortunately  not  procurable.    The  legal 

*  Rioardo's  Prinoiplea,  p.  277. 

*  Wealth  of  NatiofM,  Book  I,  ehap.  iz,  p.  40. 
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rate  of  interest,  he  holds,  is  of  little  value,  since  it  was 
to  a  large  extent  inoperative  owing  to  the  ease  of 
evasion. 

The  market  rate  of  interest  is,  generally  speaking, 
governed  by  the  rate  of  profits.  While  Ricardo  aflSrms 
this,  he  holds  that  ''  the  market  rate  of  interest  is 
subject  to  temporary  variations  from  other  causes ''  * 
than  those  which  affect  the  general  rate  of  profits. 
For  instance,  when  price  falls  from  an  abundant  supply, 
the  rate  of  interest  tends  to  rise  owing  to  credit  opera- 
tions.* Again,  funded  property  cannot  be  regarded 
as  a  steady  criterion  of  the  rate  of  interest.*  More- 
over, government  pays  different  rates  for  different 
securities.* 

Ricardo  then  advances  a  little  beyond  Smith  in 
showing  that  the  rate  of  interest  is  only  an  element 
in  the  general  rate  of  profits,  and  that  the  former  is 
subject  to  forces  which  do  not  operate  on  the  latter. 
Apart  from  this  consideration,  however,  there  is  little 
importance  in  the  discussion.  Ricardo's  greater  knowl- 
edge of  actual  business  affairs  and  of  financial  matters 
in  particular  probably  led  him  nearer  the  truth  than 
Smith. 

V.  Bounties 

Adam  Smith  objects  to  bounties  on  exportation 
and  high  duties  on  importation  on  the  following 
grounds: — 

1 .  They  force  trade  into  less  advantageous  channels 
than  it  would  otherwise  enter. 

2.  They  force  trade  into  positively  disadvantageous 
channels  because  trades  receiving  bounties  are 
necessarily  losing  ones. 

1  Principlfle,  p.  282.  *  Prinoii^M,  »>.  282-283. 

s  Frincii^es,  pp.  282-283.  «  Prinoiplea,  pp.  282-288. 
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3.  They  do  not  encourage  the  production  of  corn 
because  only  the  nominal  price  of  com  is  raised, 
and  not  its  '^  real "  price,  and  as  this  results 
in  a  rise  in  wages,  all  commodities  are  equally 
raised  in  price. 

4.  By  lowering  the  value  of  silver  all  industry  is 
depressed  and  foreign  competition  invited. 

5.  Instead,  therefore,  of  advancing  they  retard  the 
cultivation  of  land. 

With  the  first  and  second  of  these  objections  Ricardo 
cordially  agrees.  He,  however,  takes  exception  to 
the  third,  fourth,  and  fifth. 

In  the  first  place,  with  regard  to  objection  number 
three,  he  denies  that  the  money  price  of  com  regulates 
wages  and  through  them,  the  price  of  all  commodities. 
On  the  other  hand,  he  aflirms  that  the  "  real,"  and 
therefore  the  exchange,  value  of  com  would  rise,  not 
only  temporarily  from  increased  demand,  but  perma- 
nently owing  to  the  increased  demand  being  supplied 
by  the  cultivation  of  inferior  soils.  Contrary  to  Smith, 
then,  Ricardo  is  of  opinion  that  bounties  would  benefit 
farmers  and  landlords  much  more  than  manufacturers, 
since  com  would  sell  at  a  permanently  higher  price, 
whilst  manufactured  goods  would  be  only  temporarily 
raised  in  price.  Again,  he  maintains  that  even  if  wages 
did.  rise,  this  would  not  lead  to  a  rise  in  the  price  of 
commodities,  but  rather  to  a  fall  in  the  rate  of  profits. 

Secondly,  with  regard  to  objection  number  four, 
Ricardo  contends  there  cannot  be  permanently  a  high 
price  on  all  conunodities  owing  to  foreign  competition. 

Thirdly,  since  there  would  be  a  permanent  rise  in 
the  price  of  com,  the  cultivation  of  land  would  be 
advanced  and  not  retarded,  owing  to  the  increase  in 
rent  and  the  consequent  increase  of  capital  devoted 
to  agricultural  pursuits. 


Digitized  by  VjOOQ  IC 


578  QUARTERLY  JOURNAL  OP  ECONOMICS 

These  opinions  of  Ricardo  are  undoubtedly  the 
correct  ones.  They  are,  one  can  quite  well  see,  the 
result  of  the  application  of  a  clear-cut  if  not  elaborate 
theory  to  the  solution  of  an  economic  problem.  The 
dissimilar  views  at  which  Smith  and  Ricardo  arrived 
are  mainly  owing  to  three  considerations. 

I.  In  the  first  place  Adam  Smith's  conception  of 
the  value  of  com  together  with  his  neglect  of 
the  operation  of  the  law  of  diminishing  return 
in  agriculture  prevented  him  from  seeing  that 
the  "  real "  as  well  as  the  "  nominal  "  price  of 
com  would  rise  from  an  increase  in  the  demand 
for  com.  He  denied,  of  course,  that  a  bounty 
on  the  exportation  of  com  did  lead  to  an  in- 
crease in  demand,  since  he  held  that  what 
increase  might  result  from  the  foreign  trade 
in  that  commodity,  was  wholly  at  the  expense 
of  the  home  market.  This  argument  Ricardo 
neglects,  tho  be  it  said  it  affects  Uttle  the  ulti- 
mate considerations  of  the  effects  of  a  bounty. 
For  it  should  be  remembered  that  the  demand 
for  com  is  inelastic.  Therefore  an  increase 
in  the  foreign  trade  in  com  would  lead  to  a 
greater  total  demand  rather  than  to  an  increase 
in  the  proportion  of  foreign  to  home  demand. 

II.  Secondly,  Ricardo's  theory  of  value  led  him  to 
distinguish  carefully  between  alterations  in  the 
rates  of  remuneration  and  alterations  in  price. 
There  is  really  no  connection  between  the 
former  and  the  latter.  With  this  consideration 
clearly  imderstood  and  ever  in  mind  Ricardo 
was  always  on  the  alert  to  bring  to  light  the 
occasions  on  which  Smith's  less  fixed  and  less 
consistent  theory  of  value  led  him  to  assert  or 
imply  the  contrary  proposition. 
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III.  In  the  third  place,  Ricardo  invariably  fixed 
his  attention  on  permanent  and  ultimate  con- 
ditions. He  always  '*  pushed "  his  theories 
as  far  as  they  would  go.  His  neglect  of  the 
temporary  and  accidental  reached  in  some 
cases,  it  may  be  contended,  to  the  point  of 
error.  Smith  as  frequently  considers  the  tem- 
porary as  the  permanent.  In  his  discussion 
on  bounties  he  sometimes  postulates  the  former, 
sometimes  the  latter,  and  invariably  he  has  in 
mind  what  he  considers  to  have  been  the  effects 
of  botmties  in  the  past.  Even  when  he  does 
consider  permanent  conditions  it  is  doubtful 
whether  he  went  as  far  as  Ricardo  in  his  con- 
ception of  the  ultimate.  While  he  saw  for 
example  that  a  reduction  in  the  value  of  silver 
led  to  increased  prices,  and  therefore  offered 
an  invitation  to  foreign  competition,  he  did  not 
trace  further  the  effect  of  the  acceptance  of 
this  invitation  in  the  subsequent  relevelling 
of  prices. 

VI.  Taxation 
A.   The  Tax  Fund.    Gross  and  Net  Revenue 

Smith  holds  that  ''  the  riches  and  so  far  as  power 
depends  on  riches,  the  power  of  every  country  must 
always  be  in  proportion  to  the  value  of  its  annual 
produce,  the  fimd  from  which  all  taxes  must  ultimately 
be  paid."  » 

Ricardo  rightly  argues  that  it  is  the  net  revenue 
and  not  the  gross  revenue  that  is  the  all  important 
fund,  out  of  which  taxes  are  paid.  Theoretically  the 
net  revenue  of  a  society  is  the  main  consideration  in 

1  Wealth  of  Natkma,  Book  H,  ehap.  r.  p.  166. 
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discussing  the  fund  on  which  taxes  ought  to  fall.  It 
is  not  a  good  and  profitable  expedient  to  tax  capital. 

It  ought  to  be  noted  that  Ricardo,  as  he  himself 
suggests,  is  conscious  of  the  advantage  of  a  large  popu- 
lation, even  if  no  more  net  revenue  were  produced  by- 
it  than  by  a  smaller  population.  But  ''  it  is  not  on 
the  grounds  of  any  supposed  advantage  accruing  from 
a  large  population,  or  of  the  happiness  that  may  be 
enjoyed  by  a  greater  number  of  hmnan  beings,  that 
Adam  Smith  supports  the  preference  of  that  employ- 
ment of  capital  which  gives  motion  to  the  greatest 
quantity  of  industry,  but  expressly  on  the  ground  of 
its  increasing  the  power  of  the  country."  *  This  error 
on  the  part  of  Smith  in  gauging  the  ability  of  a  country 
to  pay  taxes  by  the  amount  of  gross  revenue  arises 
from  his  erroneous  opinion  that  the  wealth  of  a  country 
depends  on  the  quantity  of  productive  labor  employed 
and  that  certain  occupations  employ  more  productive 
labor  than  others. 

Bicardo  does  not  definitely  attack  this  position  tho 
he  does  not  grant  it.  He  merely  denies  the  relevancy 
of  the  argument  so  far  as  the  tax-fund  or  power  of  the 
nation  is  concerned. 


B.   The  Incidence  of  a  Tax  on  the  Produce  of  Land 

Taxes  on  rent  fall  altogether  on  the  landlord.  Taxes 
on  the  produce  of  land  are,  according  to  Smith,  in 
reality  taxes  on  rent  and  are,  therefore,  also  paid  by  the 
landlord. 

Ricardo  agrees  that  a  tax  on  rent  falls  on  the  land- 
lord, but  he  holds  the  contrary  opinion  regarding  taxes 
on  the  produce  of  land.  Taxes  on  raw  produce,  he 
maintains,  are  not  similar  in  their  incidence  to  taxes 

1  PriiioiplB8,  p.  337. 
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on  rent.  A  tax  on  raw  produce  increases  the  price  of 
raw  produce  and  falls  on  the  consumer. 

Ricardo  ever  had  in  mind  the  theory  that  the  forces 
which  determine  the  value  of  a  commodity,  particu- 
larly of  an  agricultural  commodity,  must  be  studied 
at  the  margin.  Hence,  he  saw  clearly  that  a  tax  on 
raw  produce,  since  it  really  is  an  addition  to  cost  of 
production  at  the  margin,  i.  e.,  on  the  land  that  pays 
no  rent,  must  inevitably  increase  price. 

Smith  in  so  far  as  he  failed  to  distinguish  between 
marginal  and  intramarginal  production  must,  as  a 
necessary  consequence,  have  failed  to  trace  accurately 
the  incidence  of  a  tax  on  the  produce  of  land. 

The  difference  of  opinion,  then,  regarding  the  inci- 
dence of  such  a  tax  is  entirely  due  to  Ricardo's  insis- 
tence on  the  doctrine  of  the  margin  and  to  Smith's 
neglect  of  it.  Curiously  enough  Smith's  reasoning 
on  the  incidence  of  a  tax  on  malt  is  entirely  in  accord 
with  Ricardo's  view  of  taxes  on  aU  raw  produce. 

C.   Taxes  on  Wages  and  Necessaries 

Ricardo's  teaching  in  brief  is  that  a  general  tax  on 
wages  raises  wages  and  lowers  profits.  It  is  similar 
to  a  tax  on  necessaries  in  that  it  raises  wages.  But 
whereas  a  tax  on  necessaries  increases  the  price  of 
necessaries  and  is  paid  partly  by  the  receivers  of  profits 
and  in  part  by  the  rich  consumer,  the  former  tax  falls 
wholly  on  the  receivers  of  profits. 

Adam  Smith  is  in  agreement  that  a  tax  on  wages 
raises  wages.  But,  contrary  to  Ricardo,  he  holds  the 
view  that  as  a  result  of  the  rise  in  wages,  the  price  of 
manufactured  articles  rises  and  the  tax  is  shifted  to 
the  consumer,  while  in  agriculture  the  rent  of  the 
landlord  tends  to  fall. 
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The  additional  wages  paid  by  manufacturers  will 
occasion  a  rise  in  the  price  of  manufactured  goods, 
and  will  therefore  fall  on  the  consumers  of  those  com- 
modities; the  additional  wages  paid  by  farmers  will 
ultimately  fall  on  the  landlords  who  will  receive  a 
diminished  rent.  Smith  also  holds  that  a  tax  on 
necessaries  is  virtually  a  tax  on  wages  and  has  the  same 
incidence.  He  therefore  condenms  taxes  on  wages 
and  necessaries. 

Ricardo  himself  hits  on  the  main  cause  of  difference 
between  his  own  opinions  and  those  of  Smith.  He 
points  out  that  Smith,  as  has  been  already  stated, 
overlooked  the  fact  that  there  is  capital  employed 
on  land  which  does  not  yield  rent,  and  that  it  is  the 
cost  of  production  on  the  land  which  does  not  yield 
rent  that  regulates  price.  Hence,  of  coiu*se,  a  tax  on 
wages  could  not  fall  on  rent.  A  tax  on  necessaries 
could  only  fall  on  rent  in  so  far  as  the  receiver  of  rent 
consumed  necessaries.  It  would  also  fall  on  the  receiver 
of  profits  both  in  so  far  as  he  consumed  necessaries, 
and,  in  addition,  in  so  far  as  it  raised  wages.  Similarly 
a  tax  on  wages  falls  entirely  on  the  profits  of  stock. 
''  It  does  not  entitle  the  master  manufacturer  to  charge 
it  with  a  profit  on  the  price  of  his  goods,  for  he  will  be 
unable  to  increase  their  price  and  therefore  he  must 
wholly  and  without  compensation  pay  such  a  tax."  * 

This  criticism,  then,  can  be  attributed  to  two  circmn- 
stances:  — 

First,  it  is  under  the  conditions  that  govern 
marginal  cultivation  that  the  labor  which 
regulates  price  is  carried  on.  Ricardo,  tho  he 
never  uses  the  terms  "  margin  "  and  "  marginal," 
yet  always  entertains  fixed  ideas,  very  similar 
to  those  which  the  said  terms  suggest  to  the 

>  Rioardo'8  PrinoiplM.  p.  200. 
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modem  economist.  More  particularly  is  this 
true  when  he  is  considering  problems  connected 
with  the  cultivation  of  land.  Adam  Smith 
had  no  such  fixed  conception. 

Secondly,  Ricardo  was  strict  in  his  adherence 
to  the  doctrine  that  the  rates  of  remtmeration 
have  no  real  connection  with  price.  It  is  be- 
cause he  saw  this  so  clearly  that  he  refused  to 
identify  himself  with  Smith's  outcry  against 
taxes  on  wages  and  necessaries,  and  was  per- 
sonally indifferent  as  to  which  tax  the  govern- 
ment might  be  pleased  to  impose.  ^ 

VII.  Colonial  and  Foreign  Trade 

Adam  Smith's  teaching  imder  the  heading  of  "  Trea- 
ties of  Commerce  "  may  be  briefly  summarized.  Trea- 
ties of  Commerce  were  arranged  in  order  to  enable  a 
country  to  sell  more  than  it  could  buy,  and  thus  to 
secure  a  favorable  balance  of  trade.  They  are  dis- 
advantageous to  the  favoring  country  and  advanta- 
geous to  the  favored  coimtry.  The  Methuen  Treaty 
by  which  reciprocity  was  established  between  England 
and  Portugal  in  wine  and  woollens  is  set  forth,  and  is 
held  to  substantiate  this  opinion. 

Ricardo  in  part  accepts  Smith's  conclusions,  and  by 
substituting  England  and  a  colony  in  the  place  of 
Portugal  and  England,  he  contends  that  a  mother 
country  can  be  benefited  at  the  expense  of  a  colony. 

This  is  the  opposite  of  Smith's  doctrine,  who  main- 
tains that  a  monopoly  of  the  colonial  trade  leads  to 
high  profits  in  that  branch  of  trade,  that  more  and 
more  capital  is  attracted  to  it,  and  that  profits  tend 

1  It  thoukl  be  noted  that  for  the  sake  of  argument  Rioardo  praotically  aemunea 
the  waces  of  labor  to  be  at  the  "  phyaiolosical  minimum,'*  and  thus  unable  to  bear 
any  reduction. 
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to  rise  in  all  branches  of  British  trade.  Prices  con- 
sequently rise  and  the  foreign  competitor  has  an 
advantage  in  those  trades  in  which  England  does  not 
possess  a  monopoly. 

Ricardo,  of  course,  holds  this  reasoning  to  be  falla- 
cious since,  ever  true  to  his  theory  of  remuneration, 
he  aflSrms  that  far  from  high  profits  being  a  cause  of 
high  price  they  do  not  affect  price  at  all.  He  does, 
however,  allow  that  there  will  be  a  worse  distribution 
of  the  general  capital  and  industry,  and,  owing  to 
diminished  supply,  the  prices  of  commodities  will  be 
raised.  At  the  same  time  no  change  from  one  foreign 
trade  to  another,  or  from  a  home  to  a  foreign  trade  can 
affect  the  rate  of  profits.^  Once  again  do  we  find  the 
more  exact  and  scientific  theory  of  remuneration  as 
taught  by  Ricardo  leading  him  to  differ  from  Smith. 

Again,  Smith  held  that  the  value  of  a  foreign  trade 
to  a  country  was  inferior  to  that  of  a  home  trade 
because  equal  capitals  would  employ  a  less  amount 
of  productive  labor  in  the  former  than  in  the  latter. 
The  element  of  time,  too,  was  important.  The  longer 
period  during  which  the  capital  was  returned  in  foreign 
as  compared  with  home  trade  further  rendered  foreign 
trade  a  less  productive  form  of  economic  activity. 

Ricardo  did  not  accept  this  view.  He  held  that 
tho  only  one  capital  instead  of  two  capitals  might  be 
replaced  by  a  foreign  trade,  the  replaced  capital  would 
be  equal  in  amount  to  the  two  capitals  which  would 
have  been  employed  at  home  in  the  work  of  exchanging 
had  no  foreign  trade  been  engaged  in  at  all.  The 
amount  of  productive  labor  employed,  however,  can- 
not be  a  criterion  of  the  value  of  foreign  trade.  The 
important  consideration  is  whether  wants  are  satisfied 
or  not.    But  without  discussing  further  this  question 

1  PrindplflSt  p.  S83. 
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we  believe  Ricardo's  objection  to  be  a  valid  one.  Just 
as  Smith  erred  in  his  treatment  of  the  varied  forms  of 
economic  activity  as  exhibited  in  agriculture  and 
manufacture,  the  retail  and  the  carrying  trade,  by 
erecting  the  standard  of  "  productive  labor  employed/' 
in  like  manner  did  he  fall  into  error  in  his  discourse 
on  foreign  trade. 

Finally,  Ricardo's  whole  conception  of  foreign  trade 
is  more  advanced  than  Smith's.  The  former  was 
probably  the  earliest  theorist  to  state  the  doctrine 
that  comparative  costs  lie  at  the  root  of  international 
trade.  Furthermore,  he  insisted  that  if  prices  rose 
generally  in  a  country,  this  would  not  alter  the  ratios  in 
which  commodities  would  exchange  with  one  another. 
Money  itself  being  the  only  commodity  affected,  its 
comparative  cost  having  fallen,  its  exportation  would 
follow  until  such  time  as  the  currency  was  restored 
to  its  normal  value.  Smith  had  no  conception  of  the 
doctrine  of  comparative  costs,  nor  did  he  fully  appre- 
ciate, nor  always  allow  for,  the  effects  on  price  of  a 
foreign  trade  in  bullion. 

VIII.    SUMMAKY  AND   CONCLUSION 

We  have  examined  Ricardo's  criticisms  of  Adam 
Smith.  The  views  of  each  writer  on  the  matters  of 
dispute,  or  apparent  dispute,  have  been  briefly  set 
forth,  and  an  attempt  has  been  made  in  each  case  to 
account  for  the  difference  of  opinion.  It  now  remains 
to  reduce  to  a  few  principles  the  results  at  which  we 
have  arrived. 

And  at  the  outset  let  it  be  said  that  tho  much  of 
what  Ricardo  says  with  regard  to  the  subjects  on 
which  he  differs  from  Adam  Smith  is  true,  there  are 
instances  in  which  either  a  more  thoro  study  of  the 


Digitized  by  VjOOQ  IC 


586  QUARTERLY  JOURNAL  OF  ECONOMICS 

context,  or  a  more  liberal  interpretation,  would  have 
rendered  his  observations  unnecessary.  He  did  not, 
for  example,  read  with  sufficient  care  Smith's  confusing 
pages  on  labor.  Hitd  he  done  so  he  would  have  stated 
the  latter's  view  with  more  generosity.  He  would, 
and  with  justice,  have  complained  of  Smith's  incon- 
sistency in  the  use  of  terms;  it  is  doubtful,  however, 
whether  he  would  have  attempted  to  prove  that  labor 
is  not  a  standard  measure  of  value.  At  all  events  he 
would  have  shown  that  his  idea  of  "  labor  "  was  very 
different  from  Smith's. 

Had  he  been  a  more  painstaking  critic  he  would  not 
have  ascribed  a  new  connotation  to  terms  which  he 
had  adopted  from  the  "  Wealth  of  Nations  "  without 
drawing  the  attention  of  the  reader  to  the  alteration 
in  meaning.  Least  of  all  would  he  have  re-established 
these  essentially  new  terms  in  Adam  Smith's  argument. 
Such  treatment,  however,  Ricardo  metes  out  to  "  real " 
wage,  "  rise  "  and  '^  fall  "  of  wages,  a  "  rich  "  country. 

Again,  Ricardo  frequently  fails  to  observe  that  the 
assumptions  which  underlie  an  argument  in  the 
*'  Wealth  of  Nations  "are  quite  different  from  the 
assumptions  which  he  postulates  in  his  "  Principles," 
when  attempting  to  combat  the  same  argument.  In 
his  discussion  of  the  rent  of  land,  of  the  comparative 
value  of  gold,  com,  and  labor,  of  bounties,  etc.,  he 
invariably  insists  on  the  importance  of  the  action  of 
the  law  of  diminishing  return.  Nowhere  does  Adam 
Smith  speak  of  that  law.  Yet  curiously  enough 
Ricardo  argues  as  if  Adam  Smith,  like  himself,  always 
assumed  it.  Still  more  amazing  is  it  that  he  never  in 
any  single  passage  even  indicates  that  he  is  aware  of 
this  striking  fundamental  difference  between  his  own 
writings  and  those  of  his  great  predecessor.  Again, 
in  his  discussions  of  the  effects  on  profits  of  the  accu- 
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mulation  of  capital,  Ricardo  fails  to  see  that  whereas 
he  assumes  that  an  increase  of  capital  leads  to  an  in- 
crease in  population  if  there  is  no  rise  in  the  standard 
of  comfort,  Smith  makes  no  such  assumption.  Had 
he  been  cognisant  of  these  initial  differences  some  of 
his  arguments  against  Smith's  opinions  would  have 
been  characterized  by  emendation  rather  than  nega- 
tion. 

We  do  not  mean  to  imply  that  Ricardo  was  a  de- 
structive rather  than  a  constructive  critic.  One  of 
the  outstanding  features  of  the  *'  Principles  "  is  the 
manner  in  which  subjects  are  introduced  by  means 
of  quotations  from  the  "  Wealth  of  Nations."  Indeed 
his  treatise  is  founded  on  that  of  Smith.  It  is  on 
Smith's  involved  treatment  of  labor  that  Ricardo 
builds  his  theory  of  "  real "  and  "  exchange  "  value, 
it  is  on  Smith's  theory  of  wages  that  he  founds  his 
so-called  iron  law;  it  is  on  the  teachings  of  Smith  that 
he  bases  his  own  chapters  on  Taxation  and  Currency. 
The  germ  of  much  of  Ricardo's  economic  doctrine 
lies  hidden  in  Smith's  great  work.  We  there  find, 
tho  but  dimly  evidenced  and  imperfectly  expressed, 
the  idea  of  value  based  on  labor,  of  remuneration  being 
concerned  with  rates,  of  rent.  These  "  ideas  "  are, 
however,  wrapped  up  in  much  that  is  general  and 
inconclusive  and  a  good  deal  that  is  inaccurate  and 
inconsistent.  Ricardo  makes  these  truths  which  Smith, 
as  it  were,  vaguely  hints  at,  his  central  doctrines. 
He  exhibits  them  in  a  clear  light,  he  restates  and 
co-ordinates  them  into  a  well-defined  theory  of  value 
which,  through  all  his  discussions,  he  applies  with  the 
greatest  consistency. 

That  theory  may  be  divided  into  three  main  parts. 
First,  there  is  the  doctrine  of  abstract  "  real "  value 
being  r^ulated  under  a  competitive  system  by  the 
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amount  of  labor,  direct  and  indirect,  applied  in  pro- 
duction; secondly,  that  it  is  the  labor  applied  at  the 
margin  or  under  the  most  disadvantageous  circiun- 
stances  that  indexes  value  and  that  rent  consists  of 
the  excess  of  total  real  value  over  and  above  that 
produced  at  the  margin;  thirdly,  the  annual  amount 
of  production  represents  a  certain  quantity  of  "  real '' 
value  and  that  this  real  value  is  divided  into  wages 
and  profits,  the  rates  of  which  necessarily  vary  inversely. 
These  three  propositions  form  the  base  of  Ricardo's 
economic  system,  in  agreement  with  which  he  fashions 
all  his  discussions. 

Smith  had  no  such  "  sheet  anchor."  He  first  con- 
structs an  indefinite  theory  of  value  based  on  labor 
alone.  Later  he  outlines  another  theory  of  '^  natural " 
value,  which,  he  holds,  is  made  up  of  certain  natural 
'^  rates  "  of  wages,  profits,  and  rent,  and  he  discusses 
the  forces  which  govern  these  rates.  In  his  treatment 
of  wages  one  finds  the  elements  both  of  Ricardo's 
"  iron  law  "  theory  and  of  Mill's  wage-fund  theory. 
Of  the  real  nature  of  rent  he  had  but  an  inkling.  His 
treatment  of  profits  is  similarly  vague.  What  Smith 
did  not,  and  what  Ricardo  did,  see  clearly  was  first, 
that  the  labor  which  regulates  value  is  that  which  is 
carried  on  under  the  most  disadvantageous  circum- 
stances and  that  therefore  rent  can  have  nothing  to 
do  with  the  determining  of  price,  and  secondly,  that 
the  rates  of  profits  and  wages  are  essentially  complemen- 
tary, the  one  to  the  other,  and  consequently  that 
alterations  in  these  rp,tes  do  not  in  themselves  affect 
price. 

These  two  considerations,  as  we  have  attempted  to 
show,  accotmt  for  several  of  Ricardo's  criticisms. 
Sometimes  the  one,  sometimes  the  other,  is  sufficient 
to  explain  the  difference  of  opinion. 
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The  first  is  important  in  leading  to  Ricardo's  criti- 
cisms of  Smith's  teaching  r^arding:  — 

(1)  The  Rent  of  Land. 

(2)  The  Value  of  Com. 

(3)  The  incidence  of  a  tax  on  the  produce  of 
land. 

The  second  led  to  his  contrary  conclusions  regard- 
ing:— 

(1)  Alterations  in  the  wage-rate  in  relation  to 
price. 

(2)  The  relation  between  profits,  wages,  and 
capital. 

(3)  Bounties. 

(4)  Foreign  trade. 

Both  considerations  enter  into  the  cause  of  the  differ- 
ence of  opinion  on  the  incidence  of  taxes  on  wages  and 
necessaries. 

In  so  far  as  Ricardo  applied  these  theoretical  con- 
ceptions in  the  solution  of  deductive  economic  prob- 
lems, he  made  a  real  advance  beyond  the  results 
achieved  by  Adam  Smith's  indefinite  treatment  of 
economic  phenomena.  In  formulating  a  more  con- 
sistent theory  and  substituting  in  the  place  of  the 
vague  generdization  so  characteristic  of  the  '^  Wealth 
of  Nations/'  he  led  the  way  to  the  exact  and  logical 
treatment  the  science  received  at  the  hands  of  J.  S. 
Mill  and  his  successors,  even  altho  the  highly  abstract 
nature  of  his  discussions  brought  about  the  great 
movement  in  favor  of  the  historical  method. 

Again,  Ricardo's  challenge  of  Smith's  view  of  the 
value  of  com  leads  to  certain  differences  of  opinion. 
Adam  Smith  considered  the  value  of  com  to  be  practi- 
cally constant  over  long  periods.    He  held  that  the 
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demand  for  com  regulated  the  supply  of  com  and  the 
supply  regulated  the  demand  in  that  only  a  given 
population  could  be  maintamed  by  a  given  amoimt  of 
com.  In  this  view  Smith  is,  of  course,  quite  correct. 
The  value  of  com  is  more  constant  over  a  long  period 
than  the  value  of  other  conmiodities,  including  the 
precious  metals  and  money.  From  the  pomt  of  view 
of  strict  theory,  however,  Ricardo's  contention  that 
not  even  com  can  be  considered  a  standard  of  value 
is  incontrovertible.  In  those  purely  theoretical  dis- 
cussions on  the  effect  of  a  bounty  on  exportation,  and 
on  the  changes  which  take  place  in  the  comparative 
value  of  gold  and  com  as  a  country  progresses  in 
opulence,  Ricardo's  conclusions  are  more  accurate 
than  those  of  Smith.  Adam  Smith's  neglect  of  the 
law  of  diminishing  return  in  agriculture,  to  which 
reference  has  already  been  made,  is  also  important 
in  this  connection.  Again  must  Ricaido's  opinion 
be  respected  where  that  law  is  assumed  by  him  in 
discussing  theoretical  problems  in  which  references 
to  likely  changes  in  the  value  of  com  are  made;  tho 
in  actual  practice  its  operation  in  tending  to  raise  the 
price  of  com  seems  ever  indefinitely  to  be  postponed 
owing  to  the  widening  of  the  market  and  to  the  modem 
facilities  for  transportation,  importation,  and  exporta- 
tion. 

Again,  as  we  have  observed,  Bicardo  oftener  than 
not  concerned  himself  with  permanent  and  ultimate 
rather  than  with  temporary  and  immediate  conditions. 
Smith  as  often  considers  the  former  as  the  latter. 
But  even  when  he  does  consider  the  permanent,  he 
does  not ''  push  "  his  theories  as  far  as  Bicardo.  And 
this  consideration  leads  to  our  final  and  concludizig 
observation.  If  we  set  aside  those  criticisms  which 
are  the  result  of  misunderstanding  or  are  directly 
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owing  to  differences  of  connotation  accompanying 
co-incidence  of  denotation,  if  we  pass  over  without 
further  remark  those  which  are  largely  due  to  Bicardo's 
none  too  generous  interpretation  of  certain  of  Smith's 
passages,  we  find  that  the  remaining  and  most  impor- 
tant criticisms  in  which  Ricardo  makes  a  real  advance 
on  the  teaching  of  Smith,  are  mainly  the  result  of  the 
very  different  attitude  he  assimied  towards  economic 
phenomena  as  compared  with  Adam  Smith,  and 
indeed,  with  all  his  predecessors  in  the  realm  of  eco- 
nomic thought  and  investigation.  His  method  was 
essentially  the  abstract  deductive  method,  tho  the 
generalizations  which  form  the  base  of  his  reasoning 
are  often  the  result  of  a  careful  inductive  process. 
As  Bagehot  well  points  out,^  Adam  Smith  did  not 
seem  aware  that  he  was  dealing  with  an  abstract 
science  at  all.  His  treatment  often  approximates  to 
the  abstract  on  account  of  the  narrow  view  he  took  of 
the  nature  of  man  in  his  economic  writing.  Ricardo 
on  the  contrary  builds  on  the  abstraction  of  the  eco- 
nomic man.  He  formulates  the  abstraction  of  "  real  " 
value.  He  develops  a  highly  abstract  theory  of  re- 
mimeration,  and  an  equally  abstract  theory  of  rent, 
during  which  process  he  exhibits  the  elements  of  the  doc- 
trine of  the  margin.  Finally,  armed  with  abstraction, 
he  investigates  the  domain  of  foreign  trade,  and  formu- 
lates the  doctrine  of  comparative  costs,  which  received 
such  careful  and  elaborate  development  at  the  hands 
of  J.  S.  Mill.  Adam  Smith,  on  the  other  hand,  is 
inductive  and  deductive  in  turn,  now  developing  a 
theory  from  the  observation  of  phenomena,  anon 
illustrating  an  assumption  or  sweeping  generalization 
by  an  appeal  to  fact.  He  seldom,  however,  travels 
beyond   the   concrete.    His   work,    tho   monumental 

>  The  Political  Eoonomy  of  Adam  Smith,  Walter  Bacehot. 
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and  invaluable,  is  nevertheless  of  too  general  a  char- 
acter to  be  of  permanent  and  lasting  seieniijic  worth. 
It  is  scarcely,  then,  matter  for  surprise  that  when 
Ricardo  read  the  ''  Wealth  of  Nations ''  he  should  have 
found  so  much  with  which  to  disagree,  so  much  to 
qualify  and  emend,  yet  withal  so  much  to  exalt  and 
appraise. 

Robert  A.  Macdonald. 

Uinvmsmr  of  LdhbrfooIi^  EifCRiikiiD. 
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SUMMARY 

I.  The  Electric  Lamp  Combination;  relation  to  General  Electrical 
Companyi  594.  —  Control  of  tantalum  and  tungsten  filaments,  600. 
—  Circuit  Court  decree  of  1911,  601.  — II.  The  Keystone  Watch 
Case  Company,  602.  —  Methods  of  destroying  competition,  607. — 
III.  The  United  Shoe  Machinery  Company,  608.  — IV.  The  Con- 
soUdation  Coal  Company;  how  related  to  Baltimore  &,  Ohio  Railroad, 
613.  —  V.  The  Bath  Tub  Pool,  617.  —  Control  of  the  jobbing  trade, 
623.  —  VI.  The  Cash  Register  Company,  625.  —  Deliberate  destructive 
competition,  626.  —  VII.  Combination  of  Wholesale  and  Retail  Deal- 
ers, 630.  —  Michigan  lumber  retailers,  632.  —  Other  lumber  retailers, 
634.  —  Wholesale  lumber  dealers,  637.  —  Pacific  Coast  jobbers  of 
plumbing  supplies,  640.  —  Southern  Wholesale  Grocers'  Association^ 
641.  — VIII.  Conclusion,  642. 

Recent  investigations  and  government  suits  have 
brought  to  light  numerous  data  in  regard  to  the  history 
and  methods  of  operation  of  certain  industrial  com- 
binations and  ''  trusts "  which  are  interesting  in  a 
high  degree.  Some  of  these  organizations  show  a 
remarkable  similarity  to  certain  pools  existent  two 
or  three  decades  ago;  some  show  strikingly  unfair 
methods  of  competition;  others  that  the  pool  form 
of  combination  is  one  of  the  most  persistent  features 
of  modem  industrial  organization. 

Of  necessity  any  examination  of  several  of  these 
combinations  and  trusts  in  the  space  of  a  single  study 
must  involve  an  undesirable  degree  of  discoimected- 
ness,  especially  as,  with  one  or  two  notable  exceptions, 
those  selected  by  the  writer  for  examination  present 
a  great  diversity  of  characteristics.  In  the  majority 
of  the  cases  there  is  not  enough  information  available 
to  furnish  material  for  a  minute  study  upon  any  one  of 
these  particular  trusts  or  combinations.  Hence  a  sketch 
has   been   attempted,  in   the   space  of   the  present 

Its 
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article,  of  the  history  and  methods  of  operation  of  the 
following:  the  Electric  Lamp  Combination,  the  Key- 
stone Watch  Case  Company,  the  United  Shoe  Machin- 
ery Company,  the  Consolidation  Coal  Company, 
the  Bath  Tub  Combination,  the  National  Cash  Register 
Company,  and  several  wholesale  and  retail  dealers' 
associations  whose  methods  of  operation  have  been 
substantially  alike. 

I.    The  Electric  Lamp  Combination 

Before  the  year  1905  the  only  incandescent  lamp 
manufactured  and  sold  in  the  United  States  com- 
mercially was  the  carbon  filament  lamp.  These  lamps 
had  been  invented  many  years  previously  and  were 
in  general  use  throughout  the  entire  United  States. 
In  1894  the  patents  on  this  type  of  lamp  expired, 
and  not  long  after  this  the  first  combination  in  the 
lamp  business  was  effected. 

On  August  4,  1896,  the  General  Electric  Company 
and  six  others  ^  formed  an  unincorporated  association 
known  as  The  Incandescent  Lamp  Manufacturers 
for  the  purpose  of  fixing  prices,  allotting  business  and 
customers,  and  prescribing  rules  and  regulations 
for  the  manufacture  and  sale  of  carbon  filament  lamps.' 
The  organization  was  to  all  practical  intents  and 
purposes  a  pool  of  the  same  general  type  as  those  of 
earlier  decades.  As  in  the  case  of  the  Wall  Paper 
Manufacturers'  Association  of  1880 »  and  the  Sand 
Paper  Association,*  each  member  of  the  pool  was 

1  Bryan  Manh  ComiMuiy,  Buok^ye  Electric  Company,  Columbia  Incandesoeat 
Lamp  Company,  Sunbeam  Incandescent  Lamp  Company,  Adama-Bacnall  Electric 
Company,  and  Perkins  Switch  and  Manufacturing  Company.  The  latter  two  of  these 
concerns  later  gave  up  the  incandescent  lamp  business. 

s  United  States  v.  General  Electric  Company,  and  Others.  Petition  in  Equi^ 
in  Circuit  Court  of  United  States  for  the  Northern  District  of  Ohio,  pp.  ia>lft. 

•  New  York  Senate  Trust  Inyestigation,  1888,  p.  610. 

*  Ibid.,  p.  620. 
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obliged  to  make  a  large  cash  deposit  as  a  guarantee 
of  good  faith  and  of  conformity  to  the  rules  of  the 
Association.  Violations  were  punishable,  as  usual 
under  a  pooling  agreement,  by  the  system  of  fines.* 
The  first  agreement  was  for  a  term  of  three  years 
from  August  4,  1896,  and  was  extended  from  time  to 
time  imtil  a  new  type  of  combination  was  adopted. 

After  this  organization  was  completed  several  other 
companies  allied  themselves  with  the  original  seven 
members  of  the  association.  In  the  few  months 
remaining  of  the  year  1896  four  new  concerns  *  joined 
the  combination.  In  1897  one  new  member*  was 
added  and  in  1901  five  *  more.  Several  of  the  concerns 
either  withdrew  from  the  association  or  else  discon- 
tinued the  manufacture  of  carbon  filament  lamps, 
seven  all  told.*  The  Incandescent  Lamp  Manufac- 
turers also  executed  agreements  with  the  Westinghouse 
Company  under  the  terms  of  which  the  Sawyer-Man 
Electric  Company,  —  at  that  time,  the  lamp  subsid- 
iary of  the  former  corporation,  —  agreed  to  main- 
tain the  prices  fixed  by  the  combination.  • 

In  May,  1901,  the  National  Electric  Lamp  Com- 
pony  was  incorporated  in  New  Jersey.  This  corpora- 
tion was  a  holding  company  designed  to  combine 
all  the  interests  in  the  combination  known  as  the 

^  op.  oit.      Petition  in  Equity,  p.  13. 

*  New  Yoric  and  Ohio  Company,  Davis  Elaotric  Works,  Ayiesworth  and  Jackson, 
Bernstein  Electric  Company. 

*  Shelby  Electric  Company. 

*  Foetoria  Incandescent  Lamp  Company,  Colonial  Electric  Company,  General 
Incandescent  Lamp  Company,  Munder  Electric  Company,  Warren  Electric  and 
Specialty  Company. 

*  Op.  cit.    Petition  in  Equity,  p.  14. 

The  Shelby  Electric  Company  and  Bryan  Macsh  nsifsned  from  the  combination 
shortly  after  its  organisation  hut  rejoined  it  on  Jan.  4, 1901.  Adam»'Basnall  Company, 
Perkins  Electric  Switch  and  Manufacturing  Company,  the  Davis  Electric  Works, 
Ayiesworth  and  Jackson  and  the  Bernstein  Electric  Company  went  out  of  the  lamp 


*  Op.  oit.    Petition  in  Equity,  p.  15. 
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Incandescent  Lamp  Manufacturers,  excepting  only 
the  General  Electric  Company,  the  Westinghouse 
Electric  and  Manufacturing  Company,  and  their 
subsidiaries.  It  was  also  intended  to  induce  as  many 
independent  companies  as  possible  to  enter  the  com- 
bination.^ The  capitalization  of  the  National  Electric 
Lamp  Company  was  not  large.  It  consisted  of  $150,* 
000  of  preferred  and  $500,000  of  common  stock.  The 
company  also  issued  $2,000,000  of  bonds.  The  General 
Electric  Company  secured  $360,000  in  common  stock, 
and  the  remainder  of  the  common  and  the  preferred 
issues,  except  about  $16,000  of  common,  was  distributed 
in  acquiring  the  stocks  of  other  companies,  members 
of  the  electric  lamp  pool,  as  was  also  $1,314,000  of 
the  authorized  two  million  of  bonds.^  As  a  result 
of  these  operations,  the  National  Electric  Lamp 
Company  foimd  itself  in  control  of  all  the  parties  to 
the  original  combination  of  1896,  excepting  only  the 
General  Electric  Company,  Westinghouse  Electric 
and  Manufacturing  Company,  and  five  others.'  Four 
of  these  five  others  were  acquired  in  1902  and  1903, 
while  the  fifth  was  brought  into  the  combination  in 
1907.* 

Before  the  incorporation  of  the  National  Electric 
Lamp  Company,  there  were  in  existence  outside  of 
the  lamp  pool  some  seven  independent  lamp  companies. 
Against  these  the  new  corporation  began  a  campaign 
of  acquisition.  Of  the  seven  competitors  which  were  in 
existence  outside  the  combination  in  1901,  it  gradually 
acquired  foiu*.  Of  the  six  competitors  which  came 
into  being  between  the  time  of  the  organization  of 

>  Opo  eit.    Petition  in  Equity,  p.  17. 

*  Ibid.,  pp.  17-18. 

*  Colonial,  Munder,  and  Shelby  Eleetrie  Companies.  New  York  and  Ohio  Compaay 
and  the  Warren  Eleetrie  and  Specialty  Company. 

*  op.  eit.    Petition  in  Equity,  p.  19. 
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the  National  Electric  Lamp  Company  in  1901  and  the 
middle  of  the  year  1908  the  combination  was  also 
able  to  acquire  three,  two  in  1905  and  one  in  1907. 
This  movement  is  shown  in  the  following  table: 

AcQxnBinoN  of  Concerns  bt  thb  National  Eucctbic  Lamp 
Company  * 

Membera  of  former    Exbting  con-    New  oonoema 
Tear               pool  not  oontroUed    oema  eompet-  oinnixed  mf  tor 
• 1901 


in  1901 

inglnl901 

1902 

2 

1 

1903 

2 

- 

1904 

- 

- 

1905 

- 

1 

1906 

- 

- 

1907 

1 

1 

1908 

- 

- 

1909 

1 

1 

In  order  to  finance  these  acquisitions,  which  were 
made  sometimes  by  cash  pajonents  and  sometimes 
by  notes,  bonds  being  used  in  only  two  instances,  the 
General  Electric  Company  now  and  then  advanced 
cash  to  the  National  Electric  Lamp  Company,  the 
latter  concern  issuing  to  it  from  time  to  time  bonds, 
to  liquidate  the  preceding  advances.*  Thus  it  came 
about  that  in  August,  1905,  the  authorized  bonds  of 
the  National  Electric  Lamp  Company  were  increased 
to  $4,000,000.  In  December,  1908,  the  $150,000  of 
preferred  stock  of  the  concern  was  retired  and  the 
$500,000  of  authorized  common  stock  was  increased 
to  $2,500,000.  Of  this  latter  mcrease  $500,000  was 
issued  to  stockholders  for  cash  in  January,  1909,  and 
at  the  same  time  the  remainder  was  issued  as  a 
stock  dividend  representing  a  part  of  the  accrued 
profits  of  the  company.  Again,  in  the  middle  of  the 
same  year  the  authorized  issue  of  capital  stock  was 

1  Compiled  from  itatomenta  is  Petition  in  Equity,  pp.  1<^21. 
*  Op.  eit.    Petition  in  Equity*  p.  82. 
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increased,  this  time  to  $4,000,000,  the  extra  $1,500,000 
being  issued  to  stockholders  as  a  stock  dividend  and 
a  portion  of  the  accrued  profits  of  the  Company. 
The  same  process  was  repeated  in  March,  1910,  when 
the  issue  of  stock  was  increased  to  $5,000,000  and 
another  million  dollars  distributed. 

The  General  Electric  Company,  it  may  be  observed, 
had  from  the  first  owned  a  majority  of  the  entire 
stock  of  the  National  Electric  Lamp  Company.  None 
of  this,  however,  stood  in  its  own  name,  for  the  General 
Electric  Company  preferred  that  the  National  Com- 
pany should  appear  to  be  an  independent  concern. 

Hie  lamp  combination  increased  its  control  of  the 
lamp  business  by  entering  into  ftirther  agreements, 
in  1904  and  1907,  with  the  Westinghouse  Electric 
and  Manufacturing  Company,  whereby  the  latter 
concern  agreed  to  maintain  such  prices  on  carbon 
filament  lamps  as  should  be  fixed  by  the  General 
Electric  Company,  the  National  Electric  Company, 
and  their  subsidiaries.  Agreements  of  a  like  nature 
were  secured  from  the  Capital  Electric  Company  and 
Kentucky  Electric  Company  in  1904;  and  ^e  Aetna 
and  Gilmore  Electric  Companies,  the  Franklin  Electric 
and  Manufacturing  Company,  and  Liberty  Electric 
and  Manufacturing  Company  in  1909.  These  agree- 
ments included  the  companies  mentioned  in  the  govern- 
ment's petition  as  being  either  existent  outside  the 
combination  in  1901,  or  organized  subsequent  to  that 
year,  of  which  the  National  Electric  Lamp  Company 
did  not  secure  direct  control.^ 

In  1906  the  General  Electric  and  National  Com- 
panies obtained  by  contract  from  the  Siemens  and 
Halske  Aktiengesellschaft  o[  Berlin  as  vendors  ''  the 
exclusive  right  to  manufacture,  use,  and  sdl  in  the 

>  Op.  oit.    Petition  in  Equity,  p.  26.    See  nbo  aoptm.  p.  i. 
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United  States,  its  territories  and  dependencies,  tan- 
talum filament  lamps  (excluding  the  manufacture  of 
filaments  therefor)  "  under  the  patents  of  the  vendors. 
For  this  privilege  the  American  companies  paid  $250,- 
000  in  cash,  60  per  cent  of  which  expense  was  borne 
by  the  General  Electric  Company  and  40  per  cent 
by  the  National  Electric  Lamp  Company.  In  addi- 
tion the  American  companies  agreed  to  allow  a  share 
of  the  profits  to  the  foreign  concern  and  to  buy  all 
tantalum  filaments  of  the  Siemens  Company.^  In 
the  same  year,  for  $100,000  in  cash  paid  to  ven- 
dors'  and  an  agreement  as  to  a  royalty  upon  each 
lamp  sold  in  the  United  States,  an  option  was  secured 
from  the  Deutsche  Gasgliihlicht  Aktiengesellschaft 
(Auer  Gesellschaft)  of  Berlin  for  exclusive  rights  to 
the  "  tungsten  filament "  lamps  that  might  follow 
the  applications  and  inventions  of  the  Auer  Company. 
In  1909  an  option  was  secured  by  the  General 
Electric  Company  from  the  Bergmann  Elektricitats- 
Werke  of  Berlin,  Germany,  and  from  S.  Bergmann, 
upon  their  patents  and  applications  upon  all  kinds 
of  incandescent  lamps  and  also  the  processes  and 
machinery  employed  in  the  manufact\u*e.  The  op- 
tion was  subsequently  exercised,  and  upon  payments 
aggregating  $175,000'  the  German  company  agreed 
to,  and  did,  cease  doing  business  in  the  United  States 
after  May  10,.  1909.  Further,  in  the  same  year,  the 
applications  and  inventions  covering  "  tungsten  fila- 
ments "  of  the  Internationale  Wolfram  Lampen  Aktien 
Gesellschaft  (Just  &  Hanaman),  of  Budapest,  Hun- 
gary, and  of  Dr.  Hanz  Euzel  of  Vienna,  Austria,  were 

>  Op.  eii.    Petition  in  Equity,  pp.  27-38. 

*  Divi«ion  of  expenae  between  the  Genenl  Eleotrio  Company  mad  Nntionnl  Eleotrie 
Company  was  ae  before  60  and  40  per  cent  feepeetivflly. 

*  Genenl  Eiectrio  sold  the  National  Company  40  per  sent  inteieet  subeequently. 
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bought  by  the  two  American  companies,  the  former 
for  $250,000,  the  latter  for  $240,000.^  These  pur- 
chases represented  patents  covering  practically  all 
the  valuable  mventions  and  applications  of  '^  timgsten  " 
and  ''  tantalmn  filament  "  lamps.  By  their  acquisition 
the  National  Electric  Lamp  Company  and  the  General 
Electric  Company  practically  forestalled  any  possibility 
of  competition  in  these  kinds  of  lamps  in  the  United 
States. 

The  General  Electric  Company  and  National  Electric 
Lamp  Company  were  now  possessed  of  a  handle  to 
use  against  the  independent  manufactiu'ers  through 
the  jobbing  trade.  The  patents  upon  carbon  filaments 
had  lapsed  in  the  nineties,  and  jobbers  were  entirely 
at  liberty  to  buy  from  whom  they  pleased.  But 
both  the  "  tungsten  "  and  "  tantalum  "  lamps  were 
in  competition  with  carbon  filament  lamps.  Inas- 
much as  this  was  the  case,  it  now  became  possible 
for  the  lamp  combination  controlling  these  two  types 
of  lamps  to  require  of  all  jobbers  desiring  to  purchase 
them  that  they  should  also  buy  their  carbon  filament 
lamps  exclusively  from  the  combination.  This  state 
of  affairs,  so  the  government  alleged,  made  it  practi- 
cally impossible  for  any  outside  company  to  success- 
fully engage  in  the  business  of  manufacturing  carbon 
filament  lamps.'  The  p6wer  of  the  lamp  combination 
was  from  time  to  time  greatly  strengthened  by  con- 
tracts with  makers  of  lamp  machinery,  tubes,  bulbs, 
and  bases,  either  to  sell  to  the  combination  exclusively 
or  else  at  prices  greatly  below  those  quoted  to  inde- 
pendents and  competitors.' 

Through  the  series  of  incidents  described,  the  General 
Electric  and  controlled  companies  together  with  those 

>  op.  dt.    Petition  in  Equity,  pp.  27-30. 

>  lUd.,  pp.  81>32. 
i  Ibid.,  pp.  34-37. 
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concerns  with  which  agreements  had  been  made 
came  to  control  ninety-seven  per  cent  of  the  electric 
lamp  business  of  the  United  States.  This  control 
and  the  methods  by  which  it  was  acquired  led  to  the 
suit  by  the  government  against  the  combination  imder 
the  Sherman  Act  and  the  handing  down  on  October 
12,  1911,  of  a  decree  against  it  in  the  Circuit  Court 
for  the  Northern  District  of  Ohio.  It  was  ordered 
that  the  General  Electric  Company  and  all  its  sub- 
sidiaries must  henceforth  conduct  business  as  the 
General  Electric  Company,  all  the  subsidiaries  being 
dissolved.^  Contracts  with  manufactm^rs  of  machin- 
ery, bulbs,  and  tubing,  prohibiting  sale  to  others 
than  defendants  or  obhgatmg  sale  to  defendants  at 
different  prices  than  to  competitors,  were  enjoined, 
as  were  also  agreements  fixing  the  prices  of  any  sort 
of  lamps  by  the  defendants  in  either  the  wholesale 
or  retail  trade.'  Differentials  on  lamps  of  the  same 
quality  were  forbidden.'  Contracts  compelling  pur- 
chasers of  ''  tungsten  "  and  ''  tantalum  "  and  other 
filament  lamps  to  buy  all  their  carbon  filament  lamps 
of  defendants  as  a  condition  to  obtaining  the  first 
mentioned  were  also  prohibited.^  Discriminations 
against  those  not  buying  carbon  filament  lamps  of 
the  defendants  were  forbidden  and  enjoined  when 
such  parties  purchased  lamps  of  other  filaments.^ 
The  right  to  fix  lower  rates  to  customers  of  rival  manu- 
f actiu'ers  than  were  miade  to  the  established  trade  was 
denied,*  while  those  independent  concerns  formerly 

>  United  States  v.  General  Eleotric  Company  in  Circuit  Court  of  United  SUtes 
for  Northern  Diatrict  of  Ohio.    In  Equity.  No.  8120.    Final  decree,  pp.  3-4. 

>  Ibid.,  pp.  &-6. 

*  Ibid.,  p.  7. 

*  Op.  eit.    Petition  in  Equity,  pp.  7-8. 
»  Ibid.,  p.  8. 

*  Ibid.,  final  deeree,  p.  9. 
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in  alliance^  with  the  combination  were  forbidden  to 
make  contracts  under  license  agreements,  so  far  as  these 
fixed  prices  and  terms  of  sale  at  which  purchaser  or 
vendee  from  a  manufacturer  should  sell  incandescent 
electric  lamps.^ 


II.   The  Keystone  Watch  Case  Company 

The  second  combination,  the  Keystone  Watch 
Case  Company,  did  not  attain  in  its  field  of  industry 
so  great  a  degree  of  dominance  as  did  the  lamp  com- 
bination in  the  manufacture  and  sale  of  electric  lamps. 
Neither  does  it  exhibit  methods  of  competition  as 
questionable  as  did  the  latter  combination  and  some 
others  that  will  be  considered.  But  it  did  succeed  in 
obtaining  a  very  substantial  control  of  the  watch 
case  business;  and  it  is  also  of  interest  as  an  illustration 
of  the  widespread  tendency  on  the  part  of  manufac- 
turing combinations  to  control  as  far  as  possible  the 
jobbing  trade  by  fair  means  or  foul. 

The  business  of  manufacturing  watches  may  be 
divided  into  two  parts,  the  manufacture  of  watch 
cases'  and  the  manufacture  of  watch  movements. 
In  1899  the  business  of  T.  Zurbrugg,  Bates  &  Baker, 
and  H.  Muhr's  Sons,  engaged  in  the  industry  of  watch 
case  manufacture,  was  consolidated  under  the  name 
of  T.  Zurbrugg  Company,  a  corporation,  and  almost 
inunediately  was  acquired  by  the  Riverside  Watch 
Case  Company  of  Riverside,  New  Jersey.  At  that 
time  a  corporation  known  as  the  Keystone  Watch 

>  SopFft,  p.  7. 

»  Op.  cit.,  pp.  9-10. 

*  The  ■tatamenta  herein  made  refer  to  the  filled  watch  eaae  indiutiy  only.  Ninetjr 
per  cent  of  aU  the  watch  caaee  manufactured  and  cold  in  the  United  States  an  filled 
watch  caaee. 
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Case  Company  engaged  in  the  same  industry  was 
also  in  operation  in  the  city  of  Philadelphia.  Of  this 
latter  concern  Zurbrugg  and  others  were  able  to  obtain 
control,  and  thereupon  they  organized  under  the  laws 
of  Pennsylvania  "The  Keystone  Watch  Case  Com- 
pany ''  for  the  purpose  of  taking  over  both  the  Riverside 
Watch  Case  Company  and  Keystone  Watch  Case 
Company.  For  the  latter  of  these  two  concerns 
pajonent  was  made  partly  in  cash  but  mostly  in  the 
stock  issued  by  the  new  company.^ 

In  August,  1899,  a  concern  known  as  the  Philar 
delphia  Watch  Case  Company  was  organized  by  the 
interests  connected  with  the  parent  company.  The 
purpose  of  this  concern  was  the  marketing  of  the 
products  of  the  Riverside  Plant  of  the  new  corpora- 
tion, and  also,  it  is  alleged,  to  give  to  the  general  public 
the  idea  that  the  two  plants  of  the  combination  were 
being  operated  independently.*  In  the  succeeding 
year  the  combination  began  to  reach  backward  into 
the  field  of  watch  movements,  and  acquired  the  entire 
capital  stock  of  the  New  York  Standard  Watch  Com- 
pany, a  corporation  of  New  Jersey,  which  manufac- 
tured a  low  grade  watch  movement  and  whose  separate 
corporate  existence  was  continued.  This  acquisition 
was  closely  followed  in  1901  by  the  purchase  of  the 
United  States  Watch  Company.  A  new  corporation 
was  then  organized  under  the  same  name  to  take  over 
the  property  and  all  the  capital  stock  ($1,000,000)  of 
this  new  acquisition.' 

In  January,  1903,  the  Keystone  Company  bought 
from  a  trustee  in  bankruptcy  the  trade  marks  and  good 

>  United  Stetei  of  America  t.  The  Kcyetone  W«tah  Ctm  GoniMBy  uul  Othen. 
FMition  in  Equily  in  Cirouit  Court  of  United  Stetee  for  EMtem  DieCriet  of  PeuMyl- 
▼nain.  pp.  4-4. 

*  Ibid.,  p.  6. 

'   lDid.t  pp.  O^. 
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will  of  the  E.  Howard  Clock  Company.  The  Howard 
watch  movement  was  a  well  known  and  favored  one, 
and  the  Zm'brugg  interests  caused  to  be  organized  in 
New  Jersey  a  corporation  known  as  the  E.  Howard 
Watch  Company,  which  took  over  the  pmt^hased 
trade  marks  and  good  will  as  well  as  all  the  property 
that  had  hitherto  belonged  to  the  United  States  Watch 
Company.  The  new  corporation  then  proceeded  to 
manuf actm'e,  advertise,  and  sell  a  high  grade  movement 
known  as  the  E.  Howard  movement,  which  differed  in 
many  respects  from  the  old,  genuine  Howard  watch.^ 
Also,  in  1903,  the  Keystone  Company  purchased  the 
entire  common  stock  of  the  Crescent  Watch  Case  Com- 
pany.* Now  the  Crescent  Company,  which  had  been 
organized  many  years  previously,  had  purchased  in 
1890  the  entire  watch  case  business  of  the  American- 
Waltham  Watch  Company.  Three  years  later  they 
had  absorbed  the  Bay  State  Watch  Company  of 
Boston  and  dismantled  its  plant.' 

In  the  same  year  the  Ke}rstone  Company  acquired 
a  42  per  cent  interest  in  the  American  Watch  Case 
Company  of  Toronto,  Ltd.,  a  concern  engaged  in  the 
manufacture  of  watch  cases  in  Toronto,  Canada. 
The  balance  of  the  stock  of  this  concern  was  owned 
by  the  Waltham  Watch  Company  and  the  Elgin 
Watch  Company,  and  the  officers  of  these  two  corpora- 
tions. The  acquirement  of  this  interest  was  followed 
by  the  organization  of  the  Keystone-Crescent  Watch 
Case  Company,  of  Canada,  Ltd.,  for  the  purpose  of 
marketing  the  products  of  the  American  Watch  Case 
Company.  The  capital  stock  of  the  Keystone-Cres- 
cent Company  was  owned  by  the  defendant  company, 

t  op.  oit.    United  States  ▼.  Keystone  Watch  Case  Co.,  Petition  in  Equity,  pp.  6-7 
>  The  preferred  stock  was  also  purchased  in  1006. 
*  op.  oit.    Petition  in  Equity,  pp.  7-8. 
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the  Keystone  Watch  Case  Company.^  The  next  step 
in  the  progress  of  the  combination  was  a  contract 
between  the  Keystone  Watch  Case  Company  and  the 
Elgin  Watch  Company  in  1904,  whereby  the  former 
was  placed  in  exclusive  control  of  the  entire  export 
trade  of  the  latter  company  except  that  to  Canada. 
In  1909  another  contract  made  with  the  Waltham 
Watch  Company  constituted  the  Keystone  Company 
sales  agent  of  the  former  company  in  all  the  principal 
foreign  countries  in  which  there  was  a  trade  in  watch 
cases  excepting  only  Great  Britain,  France,  and 
Spain.' 

Down  to  the  year  1910  the  operations  of  the  Keystone 
Company  may  be  described  as  secret.  The  organiza- 
tion of  separate  companies  was  continued,  and  separate 
sales  agencies  were  maintained  in  the  marketing  of 
products.  In  the  early  part  of  January,  1910,  how- 
ever, this  policy  was  definitely  abandoned  by  the 
outright  transfer  to  the  Keystone  Company  of  the 
properties  of  all  the  various  subsidiary  companies.* 
On  January  15,  1910,  a  circular  letter  was  sent  to  the 
various  jobbers  throughout  the  country.  The  letter 
called  attention  to  the  facts  that:  — 

1.  A  memorandum  of  prices  was  enclosed  that  was 

being  sent  out  to  all  the  retail  trade. 

2.  A  memorandum  of  prices  was  also  enclosed  at 

which  Boss,  Crescent,  Planet,  Crown,  and 
Silveroid  watch  cases  and  Excelsior  watches 
were  to  be  billed  in  future  to  jobbers;  which 
prices  were  to  be  net  and  subject  to  a  cash 
discount  only. 

I  op.  oil.  United  States  v.  The  Kejritone  Watoh  Case  Company.  Petition  in 
Equity,  pp.  8-0. 

>  Ibid.,  p.  9. 

•  Ibid.,  p.  18. 
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3.  It  had  been  determined  to  sell  goods  exclusively 

to  jobbers  conforming  voluntarily  to  the 
wishes  of  the  company  in  the  matter  of  sales. 

4.  Whether  the  wishes  of  the  Keystone  Company 

were  complied  with  or  not,  that  company 
would,  from  time  to  time,  exercise  its  rights 
to  select  the  jobbers  to  whom  it  would  sell 
its  goods.  It  would  refuse  to  sell  to  those 
who  handled  the  goods  of  the  Keystone  Com- 
pany in  a  manner  which  that  company  regarded 
as  detrimental  to  its  interests. 

5.  Sales  of  the  brands  mentioned  under  point  2 

would  be  at  fixed  prices,  and  it  was  desired  ^ 
that  sales  by  jobbers  should  be  without  devia- 
tion from  the  prices  fixed  for  sales  to  retailers, 
subject  only  to  the  cash  discount. 

6.  All  jobbers  of  goods  under  the  above  trade  marks 

and  also  under  the  Howard  trade  mark  were 
requested^  not  to  deal  in  watch  cases  other 
than  those  manufactured  by  the  Keystone 
Watch  Case  Company. 

7.  Howard  Watches  would  be  sold  under  terms  of 

the  Ucense. 

8.  All  advertisements  of  Keystone  goods  would  be 

subject  to  approval  of  that  company.* 

To  avoid  any  danger  of  misunderstanding  the  agents 
of  the  Keystone  Company  followed  up  the  circular 
letter  thus  issued  to  the  jobbers.  The  latter  were 
informed  that  the  terms  laid  down  in  this  mildly 
worded  epistle  would  be  strictly  enforced  and  that  if 
the  demands  of  the  Company  were  not  acceded  to 
the  jobbers  might  be  entirely  deprived  of  handling 

*  Italics  an  mine. 

t  cr.  eirouUr  letter  of  JMUMy  16.  1010.  Op.  dt  The  United  Stetoe  ▼.  The 
Keyftone  Watch  Cam  Comply.    Petition  in  Equity,  pp.  14-15. 


Digitized  by  VjOOQ  IC 


A  GROUP  OF  TRUSTS  AND  COMBINATIONS      607 

the  Keystone  line  of  goods.  This  threat  was  influen- 
tial in  securing  exclusive  contracts  from  a  large  per- 
centage of  the  jobbing  houses.^ 

To  destroy  competition,  the  Philadelphia  watch 
case  works  of  the  company  were  utilized  to  tiun  out 
large  quantities  of  inferior  grade  watch  cases  not 
labeled  with  any  of  the  Keystone  brands,  which  have 
been  put  upon  the  market  at  prices  regardless  of  cost, 
solely  for  the  purpose  of  meeting  the  competition  of 
other  manufacturers.  Threats  of  total  destruction 
have  been  frequently  used  against  its  competitors, 
so  the  Government  alleges,  for  the  purpose  of  acquiring 
the  business  of  these  various  concerns.^  The  result 
has  been  that  the  Keystone  Company  has  been  able 
to  force  out  of  the  filled  watch  case  business  all  com- 
petitors, except  six  who  together  do  not  control  more 
than  20  per  cent  of  the  entire  watch  case  business 
of  the  United  States.' 

In  the  circular  letter  of  January  15,  it  was  stated 
that  the  Howard  watch  was  to  be  sold  subject  to  the 
license  which  was  issued  with  each  watch.  This 
license  provides  and  has  provided  that:  — 

1.  This  movement  shall  not  be  removed  from  its 

case  or  used  in  any  other  case,  nor  the  case 
used  for  any  other  movement. 

2.  This  watch  shall  not  be  sold  to  any  one  who  is 

regarded  as  objectionable  to  the  manufacturer, 
nor  the  license  removed  from  any  box  nor  the 
box  sold  without  license. 

3.  Retailers  shall  not  advertise,  sell,  or  offer  to  sell 

this  watch  at  a  less  price  than .* 

>  Op.  oit.  The  United  SUtas  ▼.  Keystone  Wnteh  Case  Comiwoy.  Petition  in 
Bonity.  p.  16. 

*  Ibid.,  p.  17. 

•  Hud.,  p.  18. 

«  Ibid.,  pp.  21-22. 
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The  license  states  that  the  watch  is  covered  by  one  or 
more  of  three  patents  and  that  a  violation  of  the  above 
conditions  by  vendor,  vendee,  or  user  constitutes  an 
infringement,  and  that  the  infringer  will  be  prosecuted 
as  such. 

The  price  policy  has  apparently  been  to  sectu^  large 
profits.  Leaving  out  of  consideration  the  amount  of 
gold,  the  cost  of  the  manufacture  of  similar  sizes  and 
patterns  of  watches  is  about  the  same.  Yet  in  one 
instance  the  cost  to  the  retail  purchaser  of  a  certain 
case  is  twice  the  cost  of  a  similar  case,  altho  the  latter 
case  contains  20  cents  of  gold  less.  It  is  interesting 
to  note  that  in  1910  the  Keystone  Company  earned 
14  per  cent  on  its  capital  stock  of  $6,000,000;  about 
one-half  of  the  capital  stock,  according  to  the  Govern- 
ment, representing  trade  marks,  good  will,  and  the 
like.^ 

III.    The  United  Shoe  Machinery  Company 

On  turning  from  an  examination  of  the  Keystone 
Watch  Case  Company  to  the  study  of  the  United 
Shoe  Machinery  Company,  one  passes  from  a  combina- 
tion with  a  very  substantial  degree  of  control  to  a 
combination  that  possesses  practically  an  absolute 
monopoly.  The  United  Shoe  Machinery  Company 
has  for  many  years  been  pointed  out,  and  with  justice, 
as  our  foremost  example  of  a  patent  monopoly.  The 
formation  of  this  combination,  and  especially  its 
methods  of  retaining  its  dominance  in  the  industry, 
are  therefore  highly  interesting. 

In  the  manufacture  of  shoes  four  classes  of  machinery 
are  used  which  are  considered  essential  to  the  process: 
lasting  machines,  welt  sewing  and  out-sole  stitching 

>  Op.  oit.,  p.  23. 
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machines,  heeling  machines,  and  metallic-fastening 
machines.^  All  of  these  four  classes  of  machinery 
are  exceedingly  expensive  to  manufacture.  Because 
of  this  fact  and  more  especially  because  the  best  of 
such  machines  have  been  and  are  manufactured  under 
letters  patent  of  the  United  States  by  other  parties, 
it  has  for  a  considerable  period  been  impossible  or 
else  impracticable  for  shoe  manufacturers  to  turn  out 
their  own  machinery.  To  meet  the  enormous  demand 
for  shoes,  manufactm*ers  to  the  number  of  more 
than  1,500  have  sprung  up  over  the  coimtry.  It 
was  also  necessary  that  shoe  manufacturers  should 
be  equipped  with  thoroly  up  to  date  equipment, 
which,  on  account  of  the  above  mentioned  circum- 
stances, they  were  obliged  to  secure  from  the  manu- 
facturers of  machinery. 

Prior  to  the  seventh  day  of  February,  1899,  four 
companies,  under  letters  patent  of  the  United  States, 
sold  and  leased  in  the  aggregate  85  per  cent  of  the 
shoe  machinery  included  in  the  four  above  mentioned 
groups.  These  companies  were  the  Goodyear  Shoe 
Machinery  Company,  the  ConsoUdated  and  McKay 
Lasting  Machine  Company,  the  McKay  Shoe  Machin- 
ery Company,  and  the  Eppler  Welt  Machine  Com- 
pany, all  corporations  of  the  State  of  Maine.^ 

Individually  the  proportions  of  machinery  manu- 
factured by  various  concerns  were  about  as  follows: 
The  Consolidated  and  McKay  Lasting  Machine  Com- 
pany manufactured  60  per  cent  of  all  lasting  machines; 
the  McKay  Shoe  Machinery  Company  controlled 
about  70  per  cent  of  the  heeling  machines  made  and 
about  80  per  cent  of  the  metallic  fastening  machines; 

1  United  States  ▼.  Winalow  et  «1.  Indictmont  No.  114  in  Circuit  Court  of  the 
United  SUtee  for  Dirtriet  of  MaMachuaetts.  p.  6. 

*  Ibid.,  pp.  7-8. 
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the  Goodyear  Shoe  Machinery  Company  manufac- 
tured both  lasting  machines  and  sewiqg  and  stitching 
machines.  Its  output  of  the  former  was  about  10 
per  cent  of  the  entire  country's  product  and  of  the  latter 
80  per  cent  of  the  same.^ 

Until  1897,  these  various  concerns  operated  inde- 
pendently of  one  another,  shipping  throughout  the 
United  States  either  on  contracts  of  sale  or  lease  free 
from  restraint  as  to  customers,  prices,  or  rentals 
to  be  charged  for  their  machines  or  terms  of  sale  or 
lease.  But  the  defendants  in  the  suit  by  the  Govern- 
ment, not  satisfied  with  the  large  degree  of  monopoly 
that  their  companies  enjoyed  under  the  patents 
owned,  and  with  a  view  to  strengthening  their  hold 
upon  the  industry,  organized  a  corporation  at  Boston 
on  the  seventh  day  of  February,  1897,  under  the 
laws  of  New  Jersey.  This  corporation  was  known 
as  the  United  Shoe  Machinery  Company,  and  had 
an  authorized  capitalization  of  $25,000,000  of  stock, 
divided  equally  between  common  and  preferred.  Its 
purpose  was  the  manufactiu^,  purchase,  sale,  leasing, 
and  operation  of,  and  the  dealing  in  and  with  all 
kinds  of  machinery,  tools,  and  implements,  but 
especially  boot  and  shoe  machinery.  Of  this  new 
corporation  the  defendants  became  the  officers,  and 
continued  in  such  capacity  down  to  the  time  of  the 
filing  of  the  suit  against  them. 

The  United  Shoe  Machinery  Company  thus  organized 
took  over  the  capital  stock  of  the  four  above  mentioned 
corporations,  —  the  Goodyear  Shoe  Machinery  Com- 
pany, the  Consolidated  and  McKay  Lasting  Machine 
Company,  the  McKay  Shoe  Machinery  Company, 
and  the  Eppler  Welt  Machine  Company,  — by  means 

1  United  States  ▼.  Window  et  «1.  Indietment  No.  113  in  Cirooit  Coort  of  the 
United  States  for  the  District  of  Massnehiuetts,  pp.  ie-17.  The  pereenta^  of  ths 
Eppler  Welt  Maohine  Company  is  not  given. 
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of  an  issue  and  exchange  of  its  stock  for  that  of  the 
four  last  mentioned  companies.^  From  that  date  on 
the  concern  did  business  as  the  United  Shoe  Machinery 
Company  of  New  Jersey,  but  also  operated  two  other 
concerns  of  which  it  was  the  real  head,  the  United 
Shoe  Machinery  Company  of  Maine,  and  the  United 
Shoe  Machinery  Company  of  Connecticut,  and  besides 
these  some  fifteen  other  subsidiary  corporations,*  con- 
trol of  which  the  United  Company  from  time  to  time 
acquired.  When  Winslow  (the  President)  and  others 
were  indicted  in  1911,  the  United  Company  and  the 
corporations  controlled  by  it  were  said  to  handle  98 
per  cent  of  the  total  output  of  shoe  machinery.' 

Whereas  formerly  the  various  concerns  manufactur- 
ing shoe  machinery  had  operated  in  interstate  com- 
merce both  by  selling  and  leasing  machines,  the  new 
corporation  absolutely  ceased  to  sell  any  shoe  machinery 
to  shoe  manufacturers,^  adopting  exclusively  a  system 
of  leasing.  By  the  terms  of  these  leases  the  various 
manufacturers  agreed  to  use  exclusively  for  a  period 
of  seventeen  years  from  the  execution  of  the  lease 
each  and  every  machine  included  in  the  group  of 
machinery  controlled  by  the  United  Company,*  being 
bound  at  the  same  time  to  use  in  their  business  only 
such  machinery  and  forbidden  to  use  the  machines 
of  any  other  company,  upon  penalty  of  the  forfeiture 
of  their  leases  and  contracts.*  The  result  of  these 
tactics  was  to  force  out  of  business  several  independent 
concerns,  among  which  were  the  Goddu  Sons  Metal 
Fastening  Company,  the  Duplessis  Independent  Shoe 

>  Op.  cit.    IndictnMiit  No.  114,  p.  10. 

>  Cf.IiaiorGonipMi«a,op.eit.,UBit«l  StatasT.WiiMlowstaL  Indietmoifc  No. 
114.  pp.  1»-14. 

«  Ibid.,  p.  18. 

«  Ibid.,  Indiotment  No.  118,  p.  48. 
»  Ibid..  Indielmeiit  No.  114.  p.  18. 
•  Ibid.,  IndietmeDt  No.  118,  p.  48. 
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Machinery  Company,  the  Standard  Shoe  Machinery 
Company,  and  Harry  E.  Cilley,^ 

The  United  Company  acquired  for  cash  or  by  an 
exchange  of  stock  a  large  number  of  concerns  who 
were  engaged  in  the  same  business,  and  also  their 
letters  patent,  taking  from  the  vendors  in  substan- 
tially all  instances  covenants  not  to  engage  in  com- 
petition with  the  United  Company  and  also  covenants 
that  if  they  at  any  time  invented  machines,  or  patented 
them,  or  improved  them,  or  acquired  any  interest  or 
ownership  therein,  they  should  assign  the  same  to  the 
United  Company.  A  partial  *  table  of  the  concerns 
acquired  is  of  interest:  — 

Table  of  Concbbns  Acquired  bt  the  United  Shoe 
Machinery  Company  • 


Date 

Number  of 

Date 

Number  of 

aoquired 

eonoerna 

•oqairad 

oonoemfl 

1899 

6 

1906 

2 

1900 

3 

1907 

1 

1901 

3 

1908 

2 

1902 

5 

1909 

1 

1903 

3 

1910 

4 

1904 

4 

1911 

3 

1905 

1 

— 

Total  37 

From  the  above  mentioned  contracts  and  cove- 
nants with  competitors  it  would  appear  that  the  United 
Shoe  Machinery  Company  has  always  stood  in  danger 
of  competition  in  spite  of  its  supposed  patent  monopoly. 
In  other  words,  tho  the  basis  of  the  control  of  that 
corporation  has  been  the  patent,  it  is  only  the  repeated 
purchase  of  concern  after  concern  at  enormous  prices 

I  Op.  oit.    United  Statee  v.  Window  et  al.    Indietment  No.  114.  pp.  35-28. 

*  The  Gnind  Juzon  affirm  in  their  preaentment  that  tiie  iiat  from  which  thia  table 
la  made  up  is  only  a  partial  one. 

«  op.  oit.  United  BUtea  ▼.  Window  et  al.  Indictment,  No.  114,  pp.  38^80.  Table 
oompiled  from  liet  there  given. 
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and  the  taking  over  of  newly  invented  processes  and 
patents  that  have  enabled  it  to  survive.  An  exceed- 
ingly good  example  of  this  is  seen  in  the  Plant  incident. 
Thomas  G.  Plant  invented  machines  designed  to 
perform  all  the  operations  of  the  machines  included 
in  the  four  groups  necessary  to  the  manufacture  of 
shoes.  In  May,  1910,  he  installed  in  his  plant  in 
Boston  a  complete  set  of  his  new  machines,  disman- 
tling and  taking  out  of  the  factory  the  machines  of  the 
United  Company^  which  had  been  hitherto  in  use. 
The  conclusion  of  the  incident  was  that  the  United 
Company  bought  a  majority  of  the  capital  stock  of 
the  Plant  concern  for  $6,000,000.  In  return  Plant 
assigned  all  interests  in  patents  and  rights  thereto 
that  he  might  own  or  control  for  the  subsequent 
fifteen  years.* 

IV.  The  Consolidation  Coal  Company 

In  one  sense  of  the  word  it  does  not  seem  proper 
to  include  in  this  group  of  combinations  and  trusts 
the  Consolidation  Coal  Company,  on  account  of  its 
close  and  intimate  connection  with  the  Baltimore  and 
Ohio  Railroad.  Inasmuch,  however,  as  the  methods 
of  that  and  aUied  concerns  in  dealing  with  certain 
independents  are  of  interest  it  has  been  decided,  upon 
consideration,  to  make  a  brief  examination  of  it. 

The  Consolidation  Coal  Company  was  incorporated 
in  March,  1860,  under  the  laws  of  Maryland,  and  by 
the  early  years  of  the  twentieth  century  had  outstand- 
ing $10,250,000  capital  stock.  It  also  had  a  bonded 
mdebtedness  of  $600,000  outside  of  $1,000,000  of  the 
underlying  bonds  of  the  Cumberland  and  Pennsylvania 

1  Op.  dt.    Indictment  No.  114,  pp.  31-83. 
<  Ibid.,  pp.  83-38. 
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Railroad  which  it  had  acquired.^  On  the  20th  day  of 
June,  1901,  the  Fainnount  Coal  Company  was  organised 
and  purchased  a  lai^ge  amount  of  coal  property  upon 
which  were  located  thirty-five  mines  with  an  output 
at  that  time  of  rou^y  three  and  one-half  million 
tons  per  annum.'  In  the  same  year,  under  the  laws 
of  Pennsylvania,  the  Somerset  Coal  Company  was 
incorporated  with  a  capital  stock  of  $4,000,000  and 
an  authorised  bond  issue  of  $4,000,000.*  The  Clarks- 
burg Fuel  Company  was  also  organized  in  1901  under 
the  laws  of  West  Virginia,  consolidating  several  coal 
properties.  Its  capitalization  was  $3,000,000  and 
it  issued  $2,500,000  of  bonds.^  About  1903  a  process 
of  rapid  consolidation  was  b^un.  In  that  year  the 
Fairmount  Company  took  over  the  Clarksburg  Fud 
Company,*  and  the  Consolidation  Coal  Company 
acquired  a  majority  of  the  capital  stock  of  the  Somer- 
set Company  for  which  it  paid  $22.50  per  share.  The 
final  step  in  this  process  of  combination  was  the  acquisi- 
tion by  the  Consolidation  Coal  Company  of  a  majority 
of  the  stock  of  the  Fairmount  Coal  Company  at  a 
price  of  $47.50  per  share.* 

Prior  to  June  and  July,  1904,  the  Pittsburg  and 
Fairmount  Fuel  Company  had  been  shipping  coal 
at  the  rate  of  approximately  300,000  tons  per  year. 
It  sold  its  tonnage  to  the  Fairmount  Company  and 
also  secured  the  use  of  certain  cars  from  the  same 
company.  In  the  middle  of  1904  the  Fairmount 
Company  determined  to  put  an  end  to  this  relation- 

«  Moody's  MftDUia.  1908.  p.  1428. 

*  Bepoti  on  Disorimiiuitloa*  tatd  Monopoliat  ia  Goal  uid  OiL  latantate  Com* 
■ngBB  GootmiHion*  Jaavity  tt,  1907«  p.  f . 

•  0^  tit.    Moody,  IMtt,  p.  MM. 

*  BiaauolofStatifltim.  19Q8.p.4a2. 
»  Op.  eii.    Coid  uid  Oil,  p.  9. 

•  Ibid.,  p.  11. 
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ship,  and  shortly  after  it  purchased  a  majority  of  the 
stock  of  the  Pittsburg  and  Fairmount  Fuel  Company 
at  one  dollar.^ 

In  1905,  the  managers  of  the  Southern  Coal  and 
Transportation  Company  discovered  that  they  were 
not  making  much  money  in  their  business.  This 
Company  owned  4,800  acres  of  coal  lands  in  West 
Virginia,  but  it  had  been  impossible  for  them  to  secure 
sufficient  car  service  from  the  Baltimore  and  Ohio 
Railroad,  which,  it  may  be  incidentally  mentioned, 
was  the  owner  of  52  per  cent  of  the  stock  of  the  Con- 
solidation Coal  Company.  In  consequence  of  these 
circiunstances,  the  President  of  the  Southern  Coal 
and  Transportation  Company,  Mr.  B.  F.  Berry, 
arranged  to  sell  the  entire  capital  stock  of  the  concern 
together  with  all  its  bonds  for  the  sum  of  $375,000 
to  Messrs.  Watson  and  Wheelwright,  President  and 
Vice-President  respectively  of  the  ConsoUdation  Coal 
Company.  The  last  named  gentlemen  upon  the 
completion  of  this  transaction  transferred  to  the 
Consolidation  Coal  Company  2,501  shares  of  the  said 
stock,  —  a  bare  majority,  —  for  $400,000,  thus  giving 
to  the  Consolidation  Coal  Company  control,  tho  retain- 
ing a  profit  for  themselves  of  $25,000  in  cash  and  the 
balance  of  the  stock,  2,499  shares.* 

The  original  holders  of  the  Southern  Coal  and  Trans- 
portation Company  stock  had  invested  about  $500,000 
in  the  properties,  and  in  consequence  lost  a  considerable 
amount.  It  was  alleged  that  the  property  would 
have  been  worth  a  great  deal  on  the  lines  of  any  rail- 
road which  furnished  equipment  adequate  to  care 
for  the  output  of  coal.* 

>  Op.  oit.    Coia  Mid  Oil.  p.  10. 

*  Ibid.,  pp.  10-11. 

•  Ibid.,  p.  11. 
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This  final  purchase  placed  in  the  hands  of  the  Con- 
solidation Coal  Company  the  possession  of  a  large 
amount  of  coal  lands,  and  by  its  ownership  of  fifty- 
two  per  cent  of  the  stock  of  that  concern  the  Baltimore 
and  Ohio  secured  the  complete  control  of  a  large 
proportion  of  the  coal  properties  upon  its  lines.  The 
real  object  of  the  Baltimore  and  Ohio  in  favoring 
the  purchases  by  the  Consolidation  Coal  Company 
of  the  Somerset  and  Fairmount  Companies  is  alleged 
to  have  been  protection  of  its  interest,  it  being 
feared  that  these  properties  might  be  acquired  by 
the  Wabash  Railroad.^ 

It  may  be  added  that  a  later  railway  investigation 
resulted  in  the  sale  by  the  Baltimore  and  Ohio 
Railroad  of  its  interests  in  the  Consolidation  Coal 
Company.  In  order,  however,  that  the  Baltimore 
and  Ohio  might  retain  control  of  the  coal  traffic  of 
that  company  a  unique  scheme  was  resorted  to. 
A  percentage  of  the  purchase  money  was  to  be  paid 
down  in  cash,  and  arrangements  were  made  for  further 
partial  payments  as  security  for  which  the  stock  was 
placed  in  the  hands  of  a  trustee.  The  final  payment 
on  this  stock  may  be  extended  for  a  period  of  thirty 
years  but  the  purchaser  has  no  option  to  pay  off  the 
balance  until  the  fixed  periods  of  payment  expire. 
Hence  the  last  of  the  purchase  money  cannot  be  paid 
imtil  the  end  of  thirty  years.  The  railroad  retained 
a  lien  for  the  balance  of  unpaid  purchase  money,  and 
by  the  terms  of  the  contract  of  sale  the  Consolidation 
Coal  Company  shall  ship  over  the  Baltimore  and 
Ohio  Railroad  alone  until  all  the  purchase  money 
for  the  stock  is  paid.^ 

1  op.  oit.    Coal  Mid  Oil,  p.  13. 
*  Ibid.,  pp.  ia-14. 


Digitized  by  VjOOQ  IC 


A  GROUP  OF  TRUSTS  AND  COMBINATIONS       617 


V.  The  Bath  Tub  Pool 

One  of  the  most  recent  of  our  industrial  combina- 
tions is  the  Bath  Tub  pool.  The  term  pool  is  used 
advisedly;  for  while  nominally  the  various  members 
of  the  combination  conducted  business  under  certain 
patents  licensing  them  to  manufacture  enameled  iron 
ware,  this  device,  as  will  be  clearly  shown,  was  a  sub- 
terfuge employed  to  cover  in  a  measure  a  form  of 
organization  that  in  essence  was  merely  a  manufac- 
turers' association  for  the  purpose  of  fixing  and  main- 
taining prices. 

Sometime  during  the  latter  part  of  1909  or  early 
in  1910  the  Standard  Sanitary  Manufacturing  Com- 
pany and  fifteen  other  corporations  and  thirty-four 
individuals,^  —  officers,  with  one  exception,  of  the 
above  corporations,  —  carrying  on  a  business  of  manu- 
facturing and  dealing  in  sanitary  iron  ware,  bath  tubs, 
lavatories,  sitz  and  foot  baths,  wash  sinks,  drinking 
fountains,  laundry  trays,  infants'  baths,  and  other 
articles  of  a  like  nature,*  entered  into  a  combination 
which,  as  charged  by  the  Government,  was  in  restraint 
of  interstate  and  foreign  trade  in  sanitary  enameled 
iron  ware.  Outside  of  the  sixteen  corporations  the 
only  other  manufacturers  and  dealers  in  conmiod- 
ities  of  this  sort  were  six  in  number.  The  total  output 
of  these  latter  concerns  was  so  much  smaller  than  that 
of  the  corporations  forming  the  combination  that  the 
independents  only  controlled  22  per  cent  of  the  250 
furnaces  in  the  country,  while  their  output  was  only 

1  United  States  of  America  v.  Standard  Sanitary  Manufacturinc  Company  and 
OtberB.  In  the  Circuit  Court  of  United  Stotes  for  District  of  Maryland.  Opinion  of 
Court,  p.  2. 

s  United  States  v.  Standard  Sanitary  Manufacturinc  Coin|>any  and  Others.  No. 
6163.  A  True  BiU  in  the  United  States  District  Court  for  the  Eastern  District  of 
Michigan,  November  term,  1910,  p.  20. 


Digitized  by  VjOOQ  IC 


618  QUABTBBLY  JOURNAL  OF  ECONOMICS 

15  per  cent  of  the  total  output  as  compared  with  85 
per  cent  controlled  by  the  combination.^  The  annual 
value  of  the  national  output  of  sanitary  and  enameled 
iron  ware  was  probably  not  less  than  $10^000,000  and 
was  set  by  one  party  at  as  high  as  $14,000,000  annually. 
On  August  4,  1909,  one  E.  L.  Weyman  became 
conunissioner  or  actuary  of  a  newly  organized  or 
reorganized  Standard  Sanitary  Enameled  Ware  Asso- 
ciation. To  this  Association  all  the  corporate  defen- 
dants belonged  except  the  Kemer  Manufacturing 
Company,  and  in  addition  the  association  was  joined 
by  four  other  concerns  which  later  failed  to  become 
parties  to  the  agreements  which  led  to  the  suit  by  the 
United  States.*  Circular  letters  sent  out  by  Weyman 
to  the  various  concerns  composing  the  Sanitary  En- 
ameled Ware  Association  tend  to  prove  that  competi- 
tion from  December,  1909,  to  April,  1910,  between 
the  various  manufacturers  was  exceedingly  severe 
and  that  sometimes  goods  were  sold  even  below  cost.' 
One  of  Weyman's  duties  appears  to  have  been  to  do 
what  he  could  by  correspondence  to  prevent  the  price- 
cutting  among  members  of  the  Association.  Cuts 
of  from  two  and  one-half  to  five  per  cent  below  the 
normal  prices  were  a  common  thing  in  the  business. 
Cuts  of  twenty  per  cent  were  not  infrequently  made.^ 
These  conditions  of  the  trade  seem  apparently  to  have 
laid  the  foundation  for  the  agreements  that  were 
shortly  after  entered  into  and  carried  out  by  combina- 
tion. 

>  Op.  cit.    Opinion  of  Court,  p.  9. 

s  Op.  eit.  United  StatM  ▼.  Standard  Sanitaiy  Manuiaeturinc  Company.  Opinion 
of  Court,  p.  14. 

•  United  Statea  ▼.  Sanitaiy  Manufaoturiat  Company  and  Others  in  the  dreait 
Court  of  United  States  for  District  of  Mazyland,  No.  17.  On  final  hearing.  Brief  for 
United  SUtea,  p.  38. 

«  Op.  eit.  United  Statea  t.  The  Standard  Sanitaiy  Manufaeturing  Company. 
Opinion,  p.  14. 
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A  meeting  of  the  members  of  the  Sanitary  Enameled 
Ware  Association  was  held  at  Pittsburg  on  February  1, 
1910,  and  was  followed  by  one  called  together  by 
Weyman  in  Chicago  on  March  2.  On  the  29th  and 
30th  of  the  same  month  a  two  days'  convention  was 
held  in  New  York  CSty.*  There  were  at  this  time 
in  use,  at  least  by  several  of  the  manufacturers  of 
sanitary  enameled  ware,  three  competing  patents 
for  certain  tools  used  in  the  trade  known  as  ''  the 
dredger  for  pulverulent  material,"  ''  the  pneumatic 
sieve,"  and  "  the  enameling  powder  distributer." 

These  three  patents  were  owned  by  the  Standard 
Sanitary  Manufacturing  Company,  the  J.  L.  Mott 
Iron  Works  and  the  L.  Wolff  Manufacturing  Com- 
pany. Tho  bearing  the  above  mentioned  different 
names,  all  were  in  fact  competing  ^  with  one  another, 
being  used  in  the  process  of  manufacture  for  identi- 
cally the  same  purposes.'  It  is  well  to  bear  in  mind 
the  fact  also  that  no  one  of  these  patents  is  essential 
to  the  manufacture  of  sanitaiy  enameled  ware,  tho 
all  are  unquestionably  useful  and  valuable. 

At  the  meeting  of  the  trade  on  February  1st,  a 
resale  plan  for  its  products  was  discussed.    At  that 

>  Op.  oit.  United  States  ▼.  Standard  Sanitary  Manufacturing  Company.  Brief 
lor  United  States,  p.  30. 

s  United  States  ▼.  Standard  Sanitary  Manufaeturinc  Company.  Petition  in 
Equity  in  tlie  United  States  Cirouit  Court,  District  of  Maryland,  p.  15. 

*  In  the  ptoeess  of  the  manufaotuiv  of  mm^^tsimA  iion  wan  the  wars  is  at  first  given 
a  eoat  of  "  slush  "  or  enamel  in  a  liquid  form.  The  article  is  then  plaoed  in  a  furnace 
and  raised  to  a  red  heat,  by  which  process  the  enamel  is  burnt  upon  the  base.  While 
still  glowing  with  heat  powdered  enamel  is  sprinkled  upon  it  and  the  article  is  then 
returned  to  the  furnace.  It  is  usually  withdrawn,  sprinkled  again,  and  reheated  to  fuse 
tbeenamel.  Tho  of  course  the  process  may  be  repeated  indefinitely,  two  eoata  of  powder 
axe  ordinarily  sufficient.  After  the  third  reheating  the  ware  is  allowed  to  cool  and  is 
then  ready  for  the  finidung  prooeas. 

Before  invention  of  the  three  devices  above  referred  to,  it  had  been  customary  to 
qprinUe  on  the  powder  by  means  of  a  sieve  or  sifter  to  which  was  attached  a  handle. 
The  powder  was  sifted  over  the  surface  of  the  article  by  tapping  on  the  handle  of  such 
sieve  or  sifter  with  a  piece  of  iron.  lAter  the  handle  of  the  sieve  was  supported  from 
the  ceiling  fay  a  counterbalance.  In  essence  the  new  patenta  differed  from  the  older 
unpatented  dredge  merely  in  the  faet  thai  the  taniing  was  done  automatically  iastaad 
of  by  hand. 
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meeting  or  shortly  after  an  assignment  and  licensing 
scheme  was  also  decided  upon.  It  was  determined 
that  the  three  patents  should  be  assigned  by  the  three 
companies  then  owning  them  to  E.  L.  Weyman,  each 
for  a  nominal  consideration  and  subject  to  re-assign- 
ment after  a  short  period  of  time  at  the  demand  of 
the  assignor.^  After  the  Chicago  meeting  on  March 
2d,  Weyman  prepared  the  rough  draft  of  a  licensing 
arrangement  or  agreement  to  be  entered  into  by  the 
various  concerns,  and  on  March  30th,  the  second  day 
of  the  convention  in  New  York  City,  a  resolution 
was  adopted  providing  that  the  matter  of  a  Ucense 
arrangement  and  resale  agreement  should  be  referred 
to  a  special  committee  of  five  members  to  be  known 
as  the  Price  and  Schedule  Committee-  The  com- 
mittee was  to  interview  the  various  manufacturers 
and  to  obtain  their  consent  to  the  agreement,  which 
was  to  become  binding  and  effective  upon  all  whenever 
the  consent  of  85  per  cent  of  the  production  had  been 
secured.*  On  April  8th,  the  Price  Committee,  consist- 
ing of  Messrs.  Torrance,  Hoelscher,  Cline,  Barnes, 
and  Gates,  went  into  session  at  the  Colonial  Hotel 
in  the  town  of  Mount  Clemens,  Michigan,'  and  sat 
till  the  14th.  On  the  16th,  Weyman  was  able  to  inform 
all  of  the  manufacturers  by  letter  that  the  Committee 
had  gone  into  all  of  the  details  of  the  license  agree- 
ment, making  such  changes  as  seemed  advisable,  and 
that  the  manufacturers  could  expect  to  receive  notice 
the  first  week  in  May  of  a  meeting  to  be  held  in  New 
York  City  for  the  purpose  of  executing  final  license 

1  Op.  cit.  United  States  v.  Standard  Sanitary  Manufacturing  Company.  Petition 
in  Equity,  p.  16. 

s  Cf.  "  Reeolution/'  Exhibit  1,  ibid.,  p.  24. 

*  Op.  cit.  United  States  v.  Standard  Sanitazy  Manufacturing  Company.  Novem- 
ber term,  1910.  A  True  Bill  No.  5104.  in  the  District  Court  of  the  United  SUtes  for 
the  Eastern  District  of  Michigan,  pp.  82-33. 
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agreement  papers.  The  letter  requested  that  the 
manufacturers  should  come  prepared  to  sign  the 
agreements  or  send  such  principals  as  might  have 
the  authority  to  conclude  the  matter.^ 

On  the  fourth  day  of  May,  the  Standard  Sanitary 
Manufacturing  Company  ''  assigned,  sold,  and  set 
over  "  to  Edward  L.  Weyman  its  patent  rights  to  the 
Arrott  dredger  for  pulverulent  material,  subject  to 
reassignment  at  the  end  of  two  years.*  On  the  fifth, 
the  J.  L.  Mott  Iron  Works  and  the  L.  Wolff  Manu- 
facturing Company  did  likewise  with*  their  patent 
rights  to  the  Dithbridge  Pneumatic  Sieve  and  the 
Lindsay  Enameling  Powder  Distributer  respectively.* 
Weyman  himself  possessed  no  funds  and  the  Standard 
Sanitary  Manufacturing  Company  loaned  to  him 
on  May  2d,  one  hundred  shares  of  its  stock  upon  the 
security  of  which  he  negotiated  a  loan  from  a  Detroit 
bank  for  $7,000.  Upon  this  amount  he  then  drew 
checks  to  the  Standard,  Mott,  and  Wolff  Companies 
respectively  for  $6,000,*  $350  and  $600,  to  pay  for  the 
rights  thus  assigned  to  him.^  On  the  sixth  day  of 
the  same  month,  thirteen  manufacturers  met  in  New 
York  City  and  affixed  their  signatures  to  the  agree- 
ment that  made  the  combination  effective  on  Jime  1st. 
Subsequently,  in  May  or  July,  three  other  manufac- 
turers signed  like  contracts. 

Under  the  terms  of  this  arrangement  the  various 
concerns  forming  the  combination  agreed  to  pay  on 
the  sixth  day  of  each  month  for  use  of  the  patents 

1  Cf.  Letter  of  Weynuui,  Exhibit  No.  4.  Op.  cit.  United  SUtee  v.  StandAid 
Sanitaxy  Manufaoturinc  Company.     Petition  in  Equity,  pp.  32-34. 

*  "  Agreement,  "  Exhibit  No.  6,  ibid.,  pp.  85-36. 

*  Op.  cit.  United  States  v.  Standard  Sanitary  Manufacturing  Ck>mpany.  No.  17. 
Brief,  p.  34. 

*  Thia  patent  coet  the  Standard  Manufacturing  Company>  $35,000. 

*  Op.  dt.  United  States  ▼.  Standard  Sanitary  Manufacturing  Company,  No.  17. 
Brief,  p.  35. 
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a  royalty  of  five  dollars  on  each  furnace  in  operation 
during  the  preceding  month.  All  furnaces  were  to 
be  concddered  as  in  operation  each  day  unless  shut 
down  for  more  than  six  consecutive  days.  The  licensee 
was  to  send  to  the  licensor  a  sworn  statement  showing 
the  nimiber  of  furnaces  owned  at  the  beginning  of  each 
month  covered  by  the  report  and  also  the  number  of 
days  in  which  the  furnaces  were  operated.^  It  was 
further  agreed  and  understood  that  the  licensee  had 
the  privilege  of  quoting  only  such  additional  discounts 
from  the  regular  selling  prices  to  jobbers  as  might  be 
established  by  the  licensor.^  But  in  such  establish- 
ment of  prices,  the  licensor  on  his  part  agreed  to  employ 
a  commission  of  six  persons,  of  which  body  he  himself 
should  be  one,  the  other  five  to  be  designated  by  a 
majority  of  the  parties  holding  licenses.  Alone  he 
could  make  no  change  in  the  prices  and  discoimts 
but  could  do  so  only  with  the  approval  of  the  majority 
of  the  members  of  the  commission.*  This  system,  it 
is  interesting  to  note,  greatly  resembles  that  employed 
by  the  Cotton  Bagging  Combination  two  decades 
earlier.* 

At  the  end  of  the  fourth  month  of  the  operation 
of  the  new  combination,  if  it  appeared  that  a  licensee 
had  maintained  the  terms  of  the  agreement,  he  was  to 
be  rebated  80  per  cent  of  the  royalties  which  he  had 
paid  for  the  license  privilege  for  the  first  month  only. 

1  "  Lioeooe  Acnement,**  Section  4.  Exhibit  No.  8.  Op.  eit.  United  States  ▼. 
Standard  Sanitaiy  Manufaeturinc  Company.    Petition  in  BQuity.  p.  44. 

•  Ibid.,  Section  6,  p.  45.  Certain  of  tbe  nudler  manofaoturen  were  allowed  pref- 
crantial  diaoounte  on  lalee  to  Jobber!  below  the  aeQinc  pricee  establiihed  by  tfae  licanMr. 

•  Ibid.,  Section  0.  p.  46. 

«  In  the  Bailing  Combination  of  1888,  L.  Waterbuiy  and  Company  fixed  the 
■■lee  prieoe  at  which  bagging  was  to  be  sold  by  seven  other  bagging  concerns,  parties 
to  the  combination.  These  prices  were  determined  in  this  case  by  the  maiority  vote 
of  the  seven  parties.  The  Wateri>tiry  people  had  no  voice  thefein.  Cf .  Contneta 
A  and  B  of  the  Bagging  Gcmpaaies,  Hoose  of  Bepnsentatives.  No.41«.  60th  Coognss, 
ad  Session,  pp.  141^-144. 
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At  the  end  of  each  succeeding  month  one  more  month 
was  to  be  rebated,  and  failure  to  comply  with  the  terms 
of  the  agreement  was  punishable  by  a  declaration 
or  forfeiture  of  any  or  all  of  the  unpaid  rebates.  In- 
asmuch as  this  system  of  payments  permanently 
kept  the  licensor  three  months'  royalties  ahead,  the 
penalty  might  amount  in  certain  instances  to  a  con- 
siderable smn  of  money.^  The  agreement  was  to 
continue  for  two  years,  but  might  be  terminated  under 
certain  conditions  either  by  the  licensor  or  the  licensee.^ 

On  June  3d,  Weyman  addressed  the  jobbing  trade 
in  a  letter,  the  essence  of  which  was  that  it  would  be 
impossible  to  sell  licensed  ware  to  anyone  who  had  not 
executed  the  jobbers'  contract,  a  copy  of  which  Wey- 
man was  thoughtful  enough  to  enclose.'  The  agree- 
ment with  the  jobbers  provided  that  the  manufactiu-ers 
would  sell  to  them  at  discounts  varying  from  five  to 
seven  and  one-half  per  cent  from  the  resale  prices 
which  were  estabUshed  in  the  schedules  for  licensed 
ware.*  Each  schedule,  moreover,  contained  two  sets 
of  prices,  one  for  car  load  and  one  for  less  than  car 
load  lots,  the  latter  price  being  five  and  one-half  per 
cent  higher  than  the  former.  The  country  was  divided 
into  eleven  zones,  and  the  jobber  was  required  to  sell 
at  the  prices  established  in  a  given  zone,  without 
reference  to  the  point  of  purchase.^  This  part  of  the 
arrangement  meant  that  if  the  jobber  sold  outside  of 
his  own  zone  he  must  observe  the  prices  established 
in  the  zone  in  which  he  sold. 

If  all  the  conditions  of  the  agreement  were  complied 
with,  and  the  jobber  confined  his  purchases  to  licensed 

>  "  Lioenw  Acreement,"    Exhibit  No.  8.     Op.  oit.  Unitad  States  v.  Standwd 
Sudtazy  Manufacturing  Company.    Petition  in  Equity,  pp.  46-47. 
«  Ibid.,  Seetione  14-16. 

a  *'  Letter  to  tlie  Jobbing  Trade/'  Exhibit  No.  11.  ibid.,  pp.  62-66. 
«  "  Jobben'  Lioenee  Agraement,"  Exhibit  No.  0.  ibid.,  p.  61. 
•  Ibid.,  p.  61. 
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manufacturers,  he  was  allowed  a  five  per  cent  rebate,^ 
and  was  also  allowed  a  second  rebate  for  large  pur- 
chases as  follows:  —  * 

$10,000 2H%        $25,000 4% 

$15,000 3%  $30,000 5% 

$20,000 zyi% 

The  jobber  further  agreed  to  maintain  strictly  the 
resale  prices  of  all  ware  and  not  to  ''  purchase,  sell, 
advertise,  solicit  orders  for,  or  in  any  way  handle  or 
deal  in  sanitary  enameled  iron  ware  of  any  manufac- 
turer not  licensed  imder  the  letters  patent "  *  above 
referred  to  unless  he  should  receive  authority  from 
Weyman  so  to  do.  Under  these  contracts  Weyman 
estimated  in  his  statements  to  the  jobbing  trade  that 
the  jobbing  profit  would  be  as  follows:  — 

Estimated  Pbopitb  of  the  Jobbing  Trade* 


ules  Nos. 

Difference 
between  C  L. 
and  leea  than 
C.  L.  Prices 

RMtle 

for  maintain- 
ing price 
agreement 

Quantity 
rebates 

Total 

Profit 

on  sales 

prices 

land  4 
2,3,4i 
5,6 

6i 

5 

% 
5 

5 

% 
2J-5 

2^5 

% 
19-21 

17-19 

Breach  of  the  agreement  gave  to  Weyman  the  right 
to  cancel  immediately  the  contract  with  the  jobber 
and  all  unfilled  orders,  and  to  withhold  all  rebates. 
Jobbers  were  expressly  given  notice  that  in  case  of 
their  failure  to  live  up  to  the  terms  of  their  agreement 

1  "  Jobben*  License  Agreement/*  Section  7,  Exhibit  No.  0.  United  States  v.  Stand- 
ard Sanitary  Manufacturing  Company.  Op.  cit.  Petition  in  Equity,  p.  52. 

•  Ibid.,  p.  53. 

•  Ibid.,  p.  54. 

«  "  Letter  to  Jobbing  Trade."  Exhibit  No.  11.  United  SUtes  v.  SUndard  Sanitary 
Manufacturing  Company.    Op.  cit.  Petition  in  Equity,  p.  64. 
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they  could  not  thereafter  obtain  ware  manufactured 
under  the  assigned  patents  from  any  licensed  manu- 
factiu^r.i 

Of  the  three  hundred  and  eighty-nine  jobbers  whose 
names  were  contained  in  the  Blue  Book  of  the  jobbing 
trade  introduced  as  evidence  in  the  suit  by  the  Govern- 
ment, three  hundred  and  forty,  or  eighty-seven  per  cent 
of  the  total  number,  signed  the  jobbers'  license  agree- 
ments, as  did  also  forty-eight  smaller  jobbers  not  listed 
in  the  book.*  It  was  claimed  by  the  secretary  of  one 
of  the  independent  companies  that  the  price  list  of 
the  combination  showed  increases  of  from  one  to  forty- 
five  per  cent.  This  was  based  upon  a  tabulation  made 
by  him  from  the  manufactiu*ers'  official  price  Ust.' 
The  combination  had  scarcely  begun  operation  before 
it  was  attacked  by  the  Federal  Government  in  both 
the  states  of  Maryland  and  Michigan,  as  being  in 
violation  of  the  Sherman  Act.  On  the  13th  day  of 
October,  1911,  the  Circuit  Court  of  the  United  States 
for  the  District  of  Maryland  handed  down  a  decree 
granting  injunctive  relief  as  prayed  for  by  the  Govern- 
ment. The  Michigan  proceedings,  criminal  in  character, 
are  still  pending  at  the  time  of  this  writing. 

VI.  The  National  Cash  Register  Company 

The  National  Cash  Register  Company  has  been 
introduced  into  this  study  chiefly  as  a  striking  example 
of  unfair  methods  of  competition.  This  corporation 
has  probably,  —  the  Standard  Oil  Company  alone 
excepted,  —  been  the  most  predatory  in  its  methods 

t  '*  lioenw  A<reeinent,"  Exhibit  No.  9,  ibid.,  p.  55. 

>  Op.  cit.  United  States  v.  Standard  Sanitary  Manufacturinc  Company.  Brief  for 
United  States,  p.  45. 

s  Ibid.,  p.  45. 
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of  any  of  the  tnuts  and  emnbiiiatkms  wfaoee  histoiy 
18  kmmiL  Largdy  through  these  methods  it  was 
able  to  obtain  a  mon<q>olistic  control  over  the  tiade 
and  commeroe  in  cash  rasters  amounting  to  ninety- 
five  per  cent  <rf  the  total  businesB.  The  bases  of  the 
suit  against  it  by  the  Government  ate  the  allegations 
of  conspiracy,  attempt  to  monoptrfise,  and  monopoly. 

About  1882  the  National  Cash  Regist»  Company 
was  oiganized  in  the  State  of  Ohio  under  the  name 
of  National  Manufacturing  Company,  for  the  purpose 
ci  manufacturing  and  selling  cash  r^iisterB.  In  1884, 
or  thereabouts  John  H.  Patterson  and  his  associates 
purchased  a  majority  of  its  stock  and  then  changed 
the  name  to  its  present  title.  In  1889  the  Patterson 
interests  incorporated  a  concern  of  the  same  name 
in  the  State  of  New  Jersey  to  which  were  transferred 
the  assets,  property,  and  business  of  the  Ohio  concern. 
In  1906,  the  present  Company  was  oiganized  by  the 
same  interests.^ 

The  history  of  the  corporation  as  a  corporation 
has  been  of  an  uneventful  character  and  its  chief 
interest  lies,  as  has  been  stated  above,  in  its  strikingly 
imfair  methods  of  competition.  According  to  the 
Government's  petition,  John  H.  Patterson  and  the 
officers  of  the  Company  determined  definitely  as  early 
as  1890  to  suppress  and  prevent  all  competition  what- 
soever in  the  manufacture  and  sale  of  cash  registers 
and  to  monopolize  the  same.*  The  chief  agency  em- 
ployed for  this  purpose  was  a  department  which  was 
known  as  the  ''  Competition  Department ''  or  the 
'^  Ways  and  Means  "  Department,  also  designated  by 
various  other  titles.    It  consisted  of  an  active  head 

>  United  StotM  ▼.  National  CMb  Ragiater  Company.  In  Eqnitr.  No.  Q80S,  in  tha 
Cireuit  Court  of  United  Statea  for  Southam  Diatriot  of  Ohio.    Petition,  pp.  10-11. 

«  Op.  dt.  United  SUtaa  ▼.  National  Cadi  Ragiater  Company.  PMitkm  in  Equity, 
pp.  U-lft. 
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with  oth^  officers  and  departmental  managers,  and 
employed  a  force  of  men  whose  duty  it  was,  so  far  as 
possible,  to  destroy  the  business  of  competitors.  These 
men  were  known  as  ''  knock  out "  men,  and  their 
special  duty  was  to  interfere  with  the  negotiations  of 
sale  contracts  by  competitors.^  Agents  were  directly 
hired  by  the  corporations  to  spy  upon  business  of 
competitors  and  to  secure  any  information  that  they 
could,  reporting  the  same  to  the  aforesaid  department.^ 
Still  other  agents  were  entrusted  with  the  duty  of 
securing  names  of  customers  of  competing  concerns, 
the  information  being  duly  utilized  to  secure  the 
rescission  of  contracts.  Employees  of  competing  firms 
were  bought  up,  and  the  agents  of  the  National  Cash 
Register  Company  were  instructed  in  the  use  of  com- 
peting registers  so  that  they  might  be  able  to  exhibit 
their  defects.' 

Cash  registers  were  built  by  the  National  Cash 
Register  Company  resembling  in  a  general  way  the 
registers  of  competitors.  These  were  utilized  for  the 
sole  purpose  of  competition  and  were  sold  at  ruinous 
prices,  Uieir  manufacture  and  sale  being  discontinued 
as  soon  as  the  competitor  had  been  eliminated.  When- 
ever a  new  concern  lifted  its  head  these  machines  were 
put  into  the  field.  At  the  same  time  the  corporation 
advertised  and  offered  for  sale  the  registers  of  com- 
petitors at  prices  below  the  cost  of  manufacture  and 
below  the  actual  cost  of  such  machines.  The  agents 
of  the  corporation  had  secured  them  from  dealers 
in,  and  agents  of,  competing  roisters,  who  had  been 
forced  out  of  business,  and  from  merchants  who  had 
obtained  them  of  these  dealers  and  agwts.    In  order 

1  OiK  cit.  United  Stirtat  t.  N»tioiud  Cash  lUgiiter  Company.  FBtitkn  in 
Equity,  p.  14. 

*  Ibid.,  pp.  14-lA. 

•  Ibid.,  p.  IS. 
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to  force  competing  dealers  and  agents  out  of  business 
cash  register  agencies  of  the  National  Company  were 
established  in  the  neighborhood  of  such  dealers,  and 
the  registers  of  that  corporation  were  then  advertised 
and  sold  at  such  prices  as  frequently  to  eliminate 
rival  sellers  from  the  business.  Threats  of  the  estab- 
lishment of  these  agencies  were  also  made  to  dealers 
in  competing  machines,  often  causing  the  withdrawal  of 
the  latter  from  business  through  fear  of  financial  loss.^ 

From  time  to  time  the  corporation  held  meetings 
of  its  officers  and  agents  at  which  plans  were  discussed 
and  formulated  looking  to  the  elimination  of  all  com- 
petition, and  the  establishment  of  a  complete  monop- 
oly. Agents  were  furnished  with  letters  of  instruc- 
tion in  regard  to  the  obstruction  and  elimination  of 
the  trade  of  competitors.  From  time  to  time  there 
was  published  by  the  National  Cash  Register  Company 
a  paper  known  as  the  N.  C.  R.  which  was  distributed 
to  its  agents  as  confidential  matter.  The  directions 
of  officers  and  managers,  their  speeches  and  state- 
ments, were  therein  published.  Often  this  paper 
announced  the  intention  to  monopolize  the  cash  register 
business.  Agents  were  threatened  with  dismissal, 
and  were  dismissed,  for  allowing  competition  to  exist 
in  their  territory.* 

A  conmion  practice  of  the  National  Cash  Register 
Company  seems  to  have  been  the  old  one  of  the  opera- 
tion of  bogus  independent  companies.  Concerns  would 
be  purchased  secretly  and  maintained  in  pretended 
competition  with  the  National  Cash  Register  Company, 
thus  deceiving  competitors  and  oftentimes,  —  so  at 
least  it  is  alleged, — resulting  in  the  acquisition  by 
the  National  Cash  Register  Company  from  such  com- 

1  Op.  cit  United  States  v.  N»ttoiwl  Ceeb  Recbter  ComiMiiy.  PetitioD  in  Equit3r» 
pp.  18-10. 

s  Ibid.,  p.  20. 
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petitors  of  mueh  valuable  information  in  regard  to 
the  business  of  the  latter.^ 

In  order  so  far  as  possible  to  forestall  competition, 
the  National  Cash  Register  Company  has  pursued 
consistently  the  policy  of  acquiring  new  cash  register 
inventions,  and  it  is  also  alleged  that  by  intimidation 
the  corporation  has  succeeded  in  preventing  still  other 
inventors  from  putting  their  applications  upon  the 
market.^ 

In  the  factory  of  the  concern  at  Dayton,  Ohio,  a 
display  room  was  maintained  known  as  the  "  Grave 
Yard  "  or  "  Midway,"  In  this  room  were  exhibited 
the  registers  of  competing  companies  which  had  been 
eliminated  from  the  field.  Display  cards  gave  data 
showing  the  name  of  company,  the  date  of  closing 
out,  amount  of  money  lost,  etc.  Manufacturers,  mer- 
chants, and  other  visitors  were  shown  this  room  and 
this  was  one  of  the  prominent  features  of  the  intimida- 
tion policy  employed  by  the  National  Cash  Register 
Company.'  Another  was  the  publication  and  distribu- 
tion of  lists  purporting  to  give  the  names  of  concerns 
eliminated  from  the  cash  register  business.  One  list 
issued  in  January,  1910,  reads  in  part  as  follows: — 

''  Within  the  past  fifteen  years,  158  cash  register 
companies  have  been  organized  to  compete  with  the 
National  Cash  Register  Company.  Of  these,  153 
have  failed  in  business.  Their  combined  capital  was 
$5,735,000.  Their  combined  loss  was  $1,970,000. 
According  to  the  sworn  affidavits  of  its  officers,  the 
Boston  Cash  Register  Company  alone  lost  $192,- 
750.08.  Of  every  20  cash  registers  sold,  19  are  Na- 
tionals. " « 

>Op.eit.    United  States  ▼.N«iknwlCMhniKi«terCoiii|MHisr.    FMHioo  in  EqoHjTt 

s  Ibid.,  p.  22. 
•Bid.,  p.  21. 
«  Olid.,  p.  2ft. 
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An  apparently  new  method  of  competition  was 
devised  by  the  National  Cash  Register  Company  in 
{he  institution  of  suits  at  law  or  equity  for  the  purpose 
of  harassing  competitors.  These  suits,  it  is  allied, 
were  often  entirely  unwarranted  and  unjustifiable. 
They  involved  the  competitors  in  heavy  expenses 
the  effect  of  which  was  to  enable  the  National  Cash 
Register  Company  the  sooner  to  crush  out  and  eliminate 
their  competition.^ 

VII.     Combinations  op  Wholesale  and  Retail 
Dealers 

In  consideriDg  the  Colorado  and  Wyoming  and  the 
Northwestern  Lumber  Dealers'  Associations,  the  Michi- 
gan and  the  Eastern  Retail  Lumber  Dealers'  Associa- 
tions, the  Pacific  Coast  Plumbing  Association,  and  the 
Southern  Wholesale  Grocers'  Association,  we  eicamine 
a  type  of  combination  radically  differing  from  most  of 
those  which  we  have  so  far  studied.  The  priucipal 
difference  lies  in  the  fact  that  these  latter  combinations 
are  no  longer  combinations  of  manufacturers,  but  are 
pools  of  individuals,  firms,  and  corporations  engaged 
in  the  wholesale  and  retail  trade. 

Speaking  in  general  terms,  the  *limiber  trade,  like 
many  lines  of  manufactured  goods,  passes  through 
three  sets  of  hands  before  reaching  the  consumer; 
that  is,  manufacturer,  wholesaler,  and  last  of  all  the 
retailer.  Manufacturers  of  limiber  receive  that  com- 
modity in  the  form  of  logs  from  the  forest  and  saw  it 
into  the  sizes  and  lengths  required  by  the  trade.  The 
wholesale  merchants  known  as  the  wholesalers  and 
jobbers  purchase  the  products  of  this  manufacture 
and    distribute    it    to    the    retailer.    The    wholesale 

1  Op.  dt.  United  States  t.  Naiioua  Ctth  Begiater  OomiMHisr.  FMition  in 
Equity,  p.  33. 
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merchants  are  usually  located  either  in  or  near  the  large 
lumber  markets,  sometimes  maintain  yards  for  receiv- 
ing and  storing  Imnber  products  purchased  from  the 
manufacturers,  and  sometimes  handle  shipments  of 
lumber  direct  from  the  mills  to  the  retailer,  upon  re- 
ceipt of  orders  from  retail  customers.  In  the  latter 
case  the  jobber  in  each  instance  serves  merely  as 
an  intermediary  and  does  not  handle  the  lumber 
itself  since  he  maintains  no  yard.  Retailers  maintain 
yards  over  the  entire  country  at  various  places,  in 
which  are  stored  supplies  of  lumber  purchased  by  them 
to  fulfil  the  demand  existing  in  their  various  localities. 

Besides  these  three  classes  engaged  in  the  Imnber 
trade  there  are  the  mail  order  houses,  i.  e.,  large  com- 
mercial houses  in  various  large  cities  throughout  the 
United  States  which  sell,  in  addition  to  other  kinds  of 
merchandise,  large  quantities  of  Imnber.  There  are 
also  a  large  number  of  so-called  Farmers'  Co-operative 
Unions  and  Yards. 

Consimiers  of  lumber  may  be  divided  into  four 
distinct  classes:  — 

1.  The  contracting  builder  or  operator  in  construc- 

tion work  who  utilizes  Imnber  in  all  sorts  of 
such  work. 

2.  The  converter  who  manufactures  furniture  and 

"  trim." 

3.  The  United  States  Government  and  in  some 

cases  municipalities  and  railroads. 

4.  The  small  consumer  of  Imnber  who  uses  the 

same  for  small  buildings,  for  repair,  and  for 
construction  work.^ 

The  method  of  operation  employed  by  the  various 
retail    dealers'    associations    has    been    substantially 

>  United  Stotos  of  America  ▼.  E.  E.  Hftrtwiek  and  Othon.  Origiiua  Petition  in 
ihe  Circuit  Court  of  the  United  Stotes  for  the  EMtetn  District  of  Miehimn,  Southern 
I>iviflion,  pp.  &-9. 
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the  same,  the  each  exhibits  some  slight  variation 
from  the  methods  of  any  other.  Of  the  above  m^i- 
tioned  combinations  engaged  m  the  lumber  trade, 
the  Michigan  Retail  Lumber  Dealers'  Association 
is  the  oldest.  It  was  organized  about  1888  or  1889 
as  a  voluntary  unincorporated  association  of  the  retail 
dealers  within  the  state  of  Michigan.  The  members 
of  the  association  agreed  to  and  did  classify  arbi- 
trarily the  retail  lumber  dealers  of  that  state,  by 
providing  that  any  person,  firm,  or  corporation  was 
to  be  regarded  as  a  legitimate  limiber  dealer  who  was 
regularly  engaged  in  the  lumber  trade  and  at  all  times 
carried  an  assorted  stock  of  lumber  and  ''  trim  '^ 
conmnensurate  with  the  demands  of  his  community 
(75,000  feet  being  generally  regarded  as  a  minimum)^ 
who  was  in  the  business  for  the  purpose  of  selling  at 
retail,  and  who  kept  an  office  during  the  regular  business 
hours  with  a  person  in  charge  capable  of  attending 
to  the  wants  of  customers.^ 

Any  member  of  the  association  who  considered 
that  he  had  just  cause  of  complaiat  against  any  whole- 
saler or  manufacturer  could  make  complaint  in  writing 
to  the  secretary  of  the  association,  giving  such  informs^ 
tion  in  regard  to  the  shipment  as  might  be  obtainable. 
Exceptions  were  made  in  the  case  of  sales  to  manufac- 
turers where  the  lumber  was  actually  used  by  them,, 
in  the  case  of  railroads  and  transportation  companies,, 
and  finally  of  "  trim  "  in  the  case  of  hardware  mer- 
chants who  kept  a  regular  stock  of  goods.  In  all 
these  cases,  however,  it  was  understood  and  agreed 
that  shipments  were  to  be  in  not  less  than  carload 
lots.* 

>  EzUbit  A.  '*  Conatitation  of  MiehicMi  RatoU  Lonber  DMlen*  AHoebtioiC* 
Articb  1,  8«etaoii  1.    Op.  cit.    United  States  y.  Hartwiok,  p.  43. 

•  Ibid.,  Artieie  2,  Seotkm  S.  p.  M. 
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The  secretaiy  of  the  association,  upon  rec^pt  of 
complaints,  was  charged  with  the  duty  of  notifying 
the  party  offending,  or  if  the  shipment  was  made  by 
an  agent  or  broker,  was  required  to  take  the  matter 
up  with  his  principal.^  If  the  offending  noanufactur^ 
or  wholesaler  were  a  member  of  any  association  of 
wholesalers,  the  secretary  took  the  case  up  with  the 
secretaiy  of  that  association,  requesting  the  presenta- 
tion of  the  claim  to  the  party  complained  against  and 
the  adjustment  thereof.  In  case  of  failure  to  adjust 
by  the  efforts  of  both  associations,  the  claim  was  to 
be  settled  by  a  board  of  arbitration  of  three  members. 
One  of  these  was  to  be  selected  by  each  association 
and  the  two  in  turn  selected  a  third.* 

Such  complaints  were  to  be  made  whenever  any 
wholesaler,  manufacturer,  dealer,  or  agent  should  sell 
to  any  person  not  a  regular  dealer,  as  defined.  Claims 
were  not  to  exceed  ten  per  cent  of  the  value,  at  the 
point  of  shipment,'  of  the  lumber  so  sold.  If  the 
settlement  of  the  claim  even  after  arbitration  was 
refused  by  the  manufacturer  or  wholesale  dealer, 
members  of  the  retail  association  were  forbidden  to 
deal  with  this  manufacturer  or  wholesaler  upon  penalty 
of  expulsion  from  the  retail  association.^  "  Com- 
mission men "  selling  to  any  person  not  a  regular 
dealer  were  to  be  treated  as  manufacturers  or  whole- 
salers, while  any  wholesaler,  dealer,  or  manufacturer 
selling  to  a  ''  commission  man  "  or  shipping  to  persons 
not  regular  dealers,  was  to  be  held  liable  as  if  he 
himself  had  made  the  sale.^ 

1  *'  Constitution  of  Michican  B«tail  Lumber  Dealen'  AMOcurtkm/'  Seotion  •, 

s  nrid.,  Seetkm  8,  pp.  47-48. 

•  Cf.  By-Laws.  Seotion  3.  Op.  eit.  United  SUtes  r.  Hnrtwiek,  Original  Pelitiott, 
pp.  60-«l. 

«  Ibid..  Seetion  8.  p.  81. 

•  Ibid.,  SeetiotM  6  and  6,  p.  8S. 
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It  was  further  provided  that  persons  who  quoted 
prices,  or  sold  or  shipped  to  other  than  r^ular  dealers, 
in  the  territories  of  the  association  in  which  such 
persons  had  no  yards,  should  be  r^arded  as  ''poachers," 
and  when  they  were  reported  in  the  membership  and 
notification  sheet,  they  were  to  be  r^arded  as  con- 
sumers at  points  other  than  those  where  they  might 
chance  to  own  yards.*  Wholesalers  and  manufac- 
turers who  made  shipments  to  them  in  the  territory 
of  any  member  of  the  retail  association  were  to  be 
regarded  as  having  sold  or  shipped  to  a  consumer.' 

Sometime  in  1900  or  1901  the  Michigan  Association 
entered  into  correspondence  and  conferences  with  other 
associations  of  retail  dealers  throughout  the  coimtiy 
as  to  means  of  preventing  competition  between  manu- 
facturers and  jobbers  on  the  one  hand  and  retail 
dealers  on  the  other.  In  March,  1902,  as  a  result 
of  such  conferences,  the  secretaries  of  the  retail  lumber 
dealers'  associations  throughout  the  coimtry  became 
a  corporation  under  the  laws  of  Illinois,  known  as  the 
Lumber  Secretaries'  Bureau  of  Information.  At  that 
time  there  were  represented  in  it,  besides  the  Michigan 
Association,  the  Union  Association  of  Ohio,  the  South- 
western and  Northwestern  Associations,  the  Indiana 
Association,  and  the  Illinois  Association.  It  gradu- 
ally expanded  to  include  many  others.'  Not  merely 
was  there  co-operation  between  the  Lumber  Secre- 
taries' Bureau  and  the  Retailers'  Associations  but  there 

I  In  otlier  woids,  retailen  were  expected  to  ooofine  their  ndes  to  temtocy  Smme- 
diittely  surroundiiit  their  own  yarda. 

*  "  Constitution  of  Miehlgan  Retail  Lumber  Dealers*  A«ociation,*'  Article  3. 
Section  3,  pp.  48-40. 

*  United  States  v.  Colorado  and  Wyoming  Lumber  Dealen*  AjModation,  Bill  of 
Complaint  in  Equity  in  United  States  Circuit  Court  for  tbe  District  of  Colora4o, 
Eighth  Judicial  Circuit,  p.  17.  Between  1002  and  1011  this  corporation  was  joined 
by  the  following  associations:  Wisconsin  Association,  Colorado  and  Wyoming  Associa- 
tion, Nebrsska  Association,  Western  AsM>oiation,  Retail  Association  of  Alabama  and 
Tennessee,  Mississippi  and  Louisiana  Association,  Association  of  Pennsylvania,  Asso- 
ciation of  Texas,  Association  of  West  Tennessee  and  Kentucky. 
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was  also  co-operation  with  the  lumber  trade  journals, 
the  Mississippi  Valley  Lumberman  and  the  ScatU. 
In  these  papers  there  appeared  from  time  to  time 
items  of  information  showing  shipments  of  lumber 
from  manufacturers  and  wholesalers  to  consumers;  ^ 
the  lists,  so  published,  operated  as  a  boycott.  Cir- 
culars were  also  issued  by  these  lumber  trade  pub- 
lications containing  information  of  a  like  character 
and  also  lists  of  ''  poachers."  * 

About  1904  Luke  W.  Boyce  began  the  conduct  of 
a  detective  bureau  known  as  the  Northwestern  Infor- 
mation Bureau.  Boyce  was  a  regularly  paid  employee 
of  the  Northwestern  Lumbermen's  Association  and 
with  a  force  of  assistants  was  engaged  in  ferreting  out 
information  respecting  shipments  from  wholesalers 
to  consumers.  This  information  was  furnished  to  the 
association  emplojdng  him,  which  in  turn  furnished 
it  to  the  Lumber  Secretaries'  Bureau  of  Information 
and '  the  Mississippi  Valley  Lumbermen.' 

Substantially  identical  in  character  and  purpose 
with  the  Michigan  Association  were  the  Northwestern 
Association  and  the  Colorado  and  Wyoming  Asso- 
ciation. It  is  necessary  to  go  a  step  further,  however, 
and  examine  the  interesting  methods  and  machinery 
employed  by  these  lumber  combinations  in  the  prosecu- 
tion of  the  campaign  against  the  '^  unethical  shipments  " 
above  described.  In  June,  1909,  the  American  Lum- 
ber Trade  Congress  held  a  meeting  in  Chicago  and 
there  drew  up  a  code  of  ethics  which  was  intended  to 

1  Cf.  op.  eit.  United  States  v.  Hartwick,  0ri<iiud  Petition,  pp.  29-^,  and  aleo 
United  States  ▼.  WiUard  G.  HoUis  and  Othen.  Petition  in  Equity  in  the  Circuit  Court 
of  the  United  States  for  District  of  Minnesota,  p.  39,  and  United  States  v.  Arthur  L. 
Holmes,  Indictment  No.  4760.  in  the  District  Court  of  the  United  States  for  the 
Northern  District  of  Illinois,  w-  17-20. 

*  Ibid.,  United  Stetes  ▼.  WiOard  G.  HoOis,  pp.  59-62;  United  States  ▼.  Holmes, 
pp.  26-34. 

i  Op.  eit.    United  States  t.  HoUis,  p.  M. 
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govern  all  branches  of  the  lumber  trade  in  sellings 
exo^t  as  to  sales  by  the  retailer  to  the  coosumw. 
The  code  of  ethics  provided  that  ''  unless  a  buyer  is 
rated  and  in  good  standing,  as  shown  by  the  well 
known  lumber  credit  agencies,  no  orders  shall  be 
binding  on  the  seller  unless  such  credit  and  good  stand* 
ing  shiEdl  have  been  satisfactorily  proven  to  the  seller/'  ^ 

This  practically  confined  the  rating  of  all  buyers 
of  lumber  and  lumber  products  to  the  **  Red  Book  " 
and  the  ''  Blue  Book  "  which  are  published,  the  one 
in  Chicago,  and  the  other  in  St.  Louis.'  What  this 
resulted  in  was  simply  that  a  buyer's  name  appeared 
in  either  of  these  rating  books  as  a  retailer  whenever 
in  fact  he  was  a  consumer,  mail  order  house,  or  farmers' 
co-operative  association,  since  the  retail  associations 
would  insist  upon  such  a  buyer's  name  being  stricken 
from  the  list  or  else  that  he  should  be  designated  as  a 
consumer.' 

The  operation  of  the  Eastern  States  Retail  Lumbw 
Dealers'  Association  was  somewhat  different  from  that 
of  the  three  combinations  in  the  Lumber  Trade  just 
considered,  tho  the  principle  iavolved  was  precisely 
the  same.  In  the  case  of  the  Eastern  Organization, 
the  methods  were  less  complicated  and  the  general 
operation  much  simpler  than  in  the  western  and 
middle  western  associations.  This  was  due  to  the 
system  of  close  co-operation  existing  between  the 
wholesalers  and  the  retailers  in  the  former  case. 

t  Op.  oit.    United  States  v.  HMtwiok,  Oricmal  Petition,  pp.  10-20. 

s  The  "  Blue  Book  "  ib  puUlahed  by  the  National  Lumber  Cradit  Manufaetunia' 
Corporation,  a  corporation  of  the  State  of  Viiiinia,  the  stock  of  which  is  either  owned 
or  fully  controlled  by  this  association,  which  is  oomposed  of  fifteen  or  more  of  the 
iMiest  manufaeturetB'  associations  of  the  United  States.  The  "  Red  Book  *'  is  pub- 
lished by  the  Lumberman's  Credit  Association,  a  corpoimtion  of  the  SUte  of  Illinois. 
Cf.  United  SUtes  v.  Willard  G.  Hcllis  and  Others.  Petition  in  Bqui^y  la  the  CireuH 
Court  of  United  States  for  District  of  Minnesota,  p.  84. 

•  Op.  dt.    United  States  v.  Hartwick.    Original  PMttaoa,  pp.  »-2l. 
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The  Eastern  States  Retail  Dealers'  Association 
was  organized  in  New  Haven  in  September,  1902, 
and  became  a  membership  corporation  under  the 
laws  of  the  state  of  New  York  in  October  of  the  same 
year.  Its  membership  was  composed  of  retail  lumber 
dealers  who  were  elected  as  representatives  and  dele- 
gates of  various  state  lumber  trade  associations  in 
the  eastern  states.  The  objects  of  the  state  organiza- 
tions varied  somewhat,  but  in  general  it  may  be  said 
that  they  were  to  prevent  so  called  "unethical" 
shipments  by  means  of  classification  such  as  was  used 
in  the  west.*  The  National  Wholesale  Lumber  Dealers' 
Association  is  a  membership  corporation  of  the  state 
of  New  York,  and  is  composed  of  manufacturers, 
wholesale  and  retail  houses,  and  jobbers,  operating 
in  all  the  states  east  of  the  Mississippi  River  and  also 
in  California  and  Canada.' 

Before  the  formation  of  the  Eastern  Association, 
there  had  been  on  the  part  of  various  associations 
later  composing  that  corporation  and  some  of  the 
western  associations  as  well,  combinations  to  secure, 
in  conjunction  with  the  National  Associations  of 
Wholesalers,  such  a  classification  of  the  lumber  trade 
as  would  operate  to  confine  the  trade  of  the  consumer 
to  the  retailer  and  that  of  the  retailer  to  the  whole* 
saler.  As  early  as  1899  the  Boston  agreement  was 
adopted  by  certain  retail  associations  and  the  National 
Wholesale  Association,  authorizing  the  latter  to  formu- 
late rules  of  classification  of  lumber  dealers  as  follows :  — 

1.  Manufacturers. 

2.  Wholesale  dealers  and  agents. 

3.  Retail  dealers  and  other  legitimate  customers 

of  the  wholesale  trade. 

>  United  Stetet  ▼.  EMtem  Reteil  Lumber  Deiden'  AMoeiatioft.  OrisiiMl  Petition 
in  United  Stotes  Cireuit  Court  for  the  Southern  Distriot  of  New  York,  pp.  18-10. 
*  Ibid.,  p.  87. 
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The  classification  was  to  be  made  along  the  lines 
of  the  rules  of  the  trade  in  the  various  states,  and 
arbitration  was  provided  for  in  the  case  of  the  failure 
of  the  wholesaler  and  the  retailer  to  agree.^  It  was 
also  voted  that  the  National  Association  take  up  and 
consider  the  evils  from  which  the  lumber  trade  was 
suffering,  viz. :  — 

1.  Sales  by  manufacturers  to  consumers. 

2.  Sales  by  brokers,  etc.,  to  consumers. 

3.  Sales  and  quotations  by  so-called  retail  dealers 

to  consumers  through  agents  and  by  methods 
used  by  the  wholesaler  in  soliciting  trade 
from  the  wholesalers. 

It  was  further  agreed  that  the  National  Association 
devise  a  plan  that  would,  with  the  co-operation  of  the 
Retail  Associations,  control  such  individuals  and 
concerns  as  well  as  a  plan  whereby  those  reported  by 
the  state  association  as  selling  to  consumers,  should 
be  reported  both  to  the  wholesale  trade  and  manufac- 
turers and  required  to  conform  to  legitimate  methods 
of  business.  Yet  another  resolution  provided  that 
in  case  the  National  Association  was  able  to  comply 
with  these  requests,  retailers  would,  so  far  as  possible, 
pledge  themselves  to  buy  only  of  the  National  Whole- 
salers' Association.^ 

Subsequently  at  the  meetings  of  1900  and  1901 
the  Baltimore  and  Pittsbiu*g  amendments  to  the  Boston 
agreement  were  passed,  providing  for  a  joint  classi- 
fication and  embodying  provisions  tending  to  strengthen 
the  co-operation  between  the  parties  to  the  agreement.* 

a  Op.  eit.  United  States  ▼.  EMtera  BetaU  DMlen*  AMooUtion.  Cf .  Exhibit  F. 
Boston  Agreementt  pp.  80-81. 

s  Ibid.,  pp.  80-81. 

>  Cf.  Acreements.  op.  eit.  United  States  ▼.  Besteni  Retail  Dealers'  Assoeiatioa. 
pp.  88-^7. 
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In  1903,  the  Boston  agreement  was  nominally  with- 
drawn as  a  result  of  disagreement  between  the  Eastern 
Retail  and  National  Wholesale  Associations  in  regard 
to  classijScations,^  but  in  spite  of  this  fact  the  retail 
associations  continued  to  classify  and  the  National 
Association  continued  to  accept  their  classifications 
throughout  1903  and  1904.  All  available  documents 
tend  to  prove  that  such  .co-operation  has  continued 
to  exist  between  the  two  associations  down  to  the 
present  time. 

Information  furnished  by  officers  of  the  retail  asso- 
ciations was  published  and  circulated  by  the  National 
Wholesalers'  Association  in  a  publication  called  '^  List 
C  "  which  was  issued  periodically  up  to  about  Septem- 
ber 25,  1907,  when  it  was  discontiaued.  The  informa- 
tion contained  in  this  list,  however,  continued  to 
be  furnished  by  the  National  Association  to  dealers 
upon  application.  The  object  of  the  list  and  informa- 
tion was  to  prevent  sales  by  wholesalers  to  anyone 
upon  the  list.  Information  in  regard  to  concerns 
placed  upon  this  list,  and  after  its  discontinuance 
enumerated  in  the  letters  sent  out  by  the  National 
Association,  was  obtained  by  correspondence  and  by 
circulars  addressed  to  various  retailers'  associations.^ 

In  1908  at  the  Washington  meetiag  of  the  National 
Wholesalers'  Association  a  resolution  was  adopted 
to  the  effect  that  the  relations  established  by  the  Boston 
agreement  in  regard  to  classifications  should  be  con- 
tinued so  far  as  consistent  with  a  fair  consideration 
of  all  interests  involved.*  The  National  Association 
from  time  to  time  issued  circulars  listiag  and  publish- 
ing persons   reported   by   retail   associations,   which 

1  op.  eit.    United  States  v.  Eastern  Retail  Dealers'  AsMxnation,  pp.  4&-A9. 
*  Ibid.,  pp.  50-61. 
>  Ibid.,  p.  63. 
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were  known  as  "Yes"  and  "No"  lists  from  the  fact 
that  they  were  merely  lists  of  names  with  one  or  the 
other  of  these  words  at  the  bottom,  and  constituted 
statements  as  to  whether  or  not  such  concerns  as  were 
enumerated  should  be  r^arded  as  legitimate  retail 
dealers.^ 

In  its  most  essential  details  the  Pacific  Coast  Plumb- 
ing Supply  Association  differs  but  little  from  the 
Lumber  TVade  Associations  just  described.  Its  exis- 
tence dates  from  about  the  first  of  January,  1907.' 
In  its  restraint  of  trade  it  made  extensive  use  of  the 
"  Blue  Book "  of  the  Plumbing  Trade.  Members 
of  the  combination  refused  to  order  or  to  buy  from  such 
manufacturers  of  plumbing  supplies  as  sold  or  shipped 
to  persons  in  Washington,  Califomia,  and  Oregon 
who  were  not  members  of  the  association  and  listed 
in  the  said  "  Blue  Book."  This  book  in  all  essential 
respects  corresponded  to  the  "  Red "  and  "  Blue 
Books"  of  the  Lumber  Trade.  It  contained  arbi- 
trary definitions  of  a  manufacturer  and  a  jobber,  and 
the  list  was  presumed  to  inform  all  the  manufacturers 
who  were  the  legitimate  jobbers  of  plumbing  supplies.' 

The  Pacific  Coast  Association  further  exercised  an 
arbitrary  discretion  as  to  what  individuals  and  concerns 
engaged  on  the  Pacific  Coast  in  the  plumbing  supply 
business  should  be  regarded  as  jobbers.  Ratings 
as  such  could  only  be  obtained  with  the  consent  of  a 
majority  of  the  jobbers  belonging  to  the  association 
who  were  doing  business  in  any  locality  where  the 
given  individual  or  concern  desired  to  take  up  its 
location.    This  power,  it  is  alleged,  was  used  arbi- 

1  Op.  cit.     United  Stotes  v.  Eastern  Retail  Dealers'  AsKxaatioDt  p.  54. 

*  United  States  y.  Pacific  Coast  Flumbinc  Supply  Assoeiation  and  Others.  In  tlie 
Circuit  Court  of  United  States  for  the  Southern  District  of  California,  Petition  in 
Equity,  p.  11. 

>  Ibid.,  pp.  13-14. 
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trarily  solely  in  order  to  prevent  any  increase  in  the 
number  of  jobbing  houses  in  these  states.^ 

In  like  manner  as  the  lumber  dealers  utilized  the 
Lumber  Secretaries'  Bureau  of  Information  for  a 
similar  purpose,  the  National  Conunittee  of  the  Con- 
federated Supply  Association,  and  its  officers  and  agents, 
were  made  use  of  to  disseminate  information  among 
the  members  of  the  association,  and  also  among  manu- 
factiu*ers,  relative  to  those  manufacturers  who  sold 
to  persons  and  concerns  in  the  states  of  California, 
Washington,  and  Oregon  and  were  not  members  of 
the  Plumbing  Association.^  The  matter  of  such  ship- 
ments was  reported  by  the  Secretary  of  the  Associa- 
tion, and  the  Secretary  of  the  National  Conunittee 
then  took  up  the  matter  with  the  manufacturer.' 
Through  these  methods  the  Government  alleges  it 
was  possible  for  the  Pacific  Coast  Association  to  control 
90  per  cent  of  the  jobbing  trade  in  the  states  of  Cali- 
fornia, Washington,  and  Oregon.^ 

The  Southern  Wholesale  Grocers'  Association  made 
use  of  the  "  Green  Book  "  published  by  the  Associar 
tion  and  entitled  Official  List  of  (he  Wholesale  Grocers 
of  Alabama,  Arkansas,  District  of  Columbia,  Florida, 
Georgia,  Indian  Territory,  Louisiana,  Maryland,  MiS" 
sissippi.  North  Carolina,  Oklahoma,  South  CaroHna, 
Tennessee,  Texas,  and  Virginia  — tor  the  same  pur- 
pose as  the  plumbing  jobbers'  combination  utilized 
the  "  Blue  Book."  The  Grocers'  Combination  also 
apparently  endeavored  to  fix  a  limited  selling  price 
at  which  a  commodity  might  be  sold,  and  to  secure 
the  agreement  of  manufacturers  to  set  such  a  limited 
selling  price.    The  jobbers   then  demanded   of   the 

1  Op.  dt.  United  States  ▼.  Pacific  Coaat  Piumbioc  Supply  AaM>ciatioii  and  Othen» 
p.  14. 

*  Ibid.,  pp.  16-17.  >  Ibid.,  pp.  16-17.  4  Ibid.,  p.  1& 
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manufacturers  rebates  for  the  mamtenanoe  of  such 
prices.*  On  October  17,  1911,  a  decree  of  injunction, 
to  which  all  parties  consented,  was  handed  down  in 
the  Circuit  Court  of  the  United  States  for  the  Northern 
District  of  Alabama,  enjoining  the  Southern  Wholesale 
Grocers'  Association  from  the  continuance  of  such 
methods. 

VIII.    Conclusion 

So  much  stress  has  been  laid  upon  the  Tobacco 
and  Standard  Oil  decisions,  so  much  emphasis  given 
to  the  fact  that  the  dissolutions  of  these  two  great 
combinations  have  left  them  in  practically  the  same 
situation  as  before,  that  other  suits  brought  by  the 
Government  have  been  completely  ov^^adowed. 
To  those  obsessed  with  the  idea  that  combination  is 
a  natural  phenomenon  and  that  competition  is  essen- 
tially anarchical  and  ipso  facto  undesirable,  and  to 
those  who  desire  the  repeal  or  amendment  of  the 
Sherman  Act,  the  method  of  dissolution  employed 
in  the  case  of  these  conspicuous  corporations  is  a  proof 
of  the  impossibiUty  of  real  competition,  the  absolute 
necessity  of  combination,  and  the  general  uselessness 
of  the  Sherman  Act.  While  not  in  the  least  denying 
the  existence  of  the  tendency  to  co-operation  in  busi- 
ness, it  is  the  belief  of  the  writer  that  the  fundamental 
basis  upon  which  it  rests  is  unreasonable  restraint  of 
trade.  In  other  words,  if  the  Sherman  Act  can  elim- 
inate certain  piratical  and  predatory  methods  of 
competition,  a  large  proportion  of  the  ''natural" 
tendency  toward  combination  would  dissolve  into  the 
thin  air. 

>  United  SUtes  t.  Southern  Wholeaale  Grooen'  AjMoeUtion  ot  al.  In  Equity, 
No.  206.  In  tlM  Circuit  Court  of  tbe  United  SUtee  for  Northern  Dietriet  of  AlalMBin, 
Deeiee  of  Injunetion,  pp.  &-7. 
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It  is  largely  for  the  purpose  of  throwing  light  upon 
this  question  of  combination  versus  competition  that 
the  present  article  has  been  written.  Are  all  of  the 
members  of  the  group  just  described  examples  of  a 
natural  tendency,  or  in  some  cases  is  the  basis  of  their 
existence  to  be  found  in  altogether  different  circum- 
stances ?  If,  as  the  writer  believes,  a  very  large 
proportion  of  the  tendency  to  combination  rests 
not  upon  the  natural  desire  to  co-operate  but  rather 
upon  an  equally  natural  desire  to  make  money  at 
whatever  cost,  the  argument  in  favor  of  combination 
becomes  certainly  less  strong.  Somebody  has  remarked 
that  the  way  to  enforce  a  law  is  to  put  some  one  in 
jail.  There  may  be  a  germ  of  truth  in  this  argument. 
At  any  rate,  why  not  give  enforcement  and  strict 
enforcement  of  the  Sherman  Act  under  the  "  reason- 
able "  ruling  of  the  Supreme  Court  a  thoro  trial  ? 

W.  S.  Stevens, 

COLXTIIBIA  UnIYSBSITT. 
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HENRY  C.  CAREY'S  ATTITUDE  TOWARD 
THE  RICARDIAN  THEORY  OF  RENT 

SUMMARY 

Carey's  four  arguments  against  MalthuaJanism,  644.  —  Effect  of 
environment  on  his  thought,  647.  —  Relationship  of  wealth,  utility, 
capital,  value,  and  cost  of  r^roductioD,  648. — The  two  arguments  on 
rent:  (a)  Land  is  capital,  rents  grow  proportionately  less;  (6)  Hie 
natural  order  of  cultivation,  651.  —  Three  possible  interpretations  of 
Carey  on  returns,  659.  —  An  argument  by  the  writer  on  interrelatioD- 
diips  in  the  problem  of  proportionality,  666.  —  Carey  and  Ricaido  on 
returns,  660.  —  Omclusion,  671. 

The  RicardiaD  iheoiy  of  rent  met  an  earnest,  honest, 
and  forcible  critic  in  H.  C.  Carey.  Carey  was  radical, 
bold,  sweeping,  and  dogmatic.  He  made  a  spirited 
tilt  against  Ricardian  rent  and  seemed  in  his  happiest 
vein  when  replying  to  his  dearest  foe,  Mr.  Malthus. 

The  purpose  of  this  paper  is  to  present  briefly  Carey's 
theory  of  rent  and  to  contrast  the  views  of  these  famous 
economists,  especially  on  diminishing  returns.  The 
present  writer  finds,  contrary  to  the  general  opinion, 
that  Carey  never  denied  the  theory  of  diminishing 
returns  in  the  sense  that  Ricardo  taught  it. 

In  order  to  follow  Carey's  criticism  of  Ricardian 
rent  I  shall  briefly  review  Carey's  arguments  on  popu- 
lation. Carey  overlooked  the  social  phenomena  tibiat 
followed  the  Second  Hundred  Years'  Y^ar  between 
England  and  France.  He  claimed  that  the  origin  of 
the  theory  of  population  that  Ricardo  had  in  mind, 
Malthusianism,  was  to  be  found  in  the  commercial 
policy  of  England.^    Following  in  the  lead  of  the 

t  Ctf«y.PriiieiplMof8odid8d«noe(I%i]MMphiA,1888),ToLi^ 
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American  economists,  Rae,*  Wayland,*  Vethake,*  Car- 
dozo/  and  Phillips,*  also  Senior*  in  England,  Mr. 
Carey  argues  at  length  to  prove  that  Malthus'  geo- 
metrical and  arithmetrical  ratios  are  impossible.' 
God  in  his  all-goodness,  reasons  Carey,  provides  for 
man.  He  admits  that  men  perish.  This,  however, 
is  not  due  to  the  niggardliness  of  nature,  but  to  the 
insufficiency  of  men.* 

Chemistry  teaches,  he  argues,  that  a  dense  popu- 
lation is  necessary  for  the  well-being  of  man.*  Space 
will  not  permit  a  full  presentation  of  his  arguments 
under  this  head  of  his  discussion.  Because  of  the 
increase  in  population,  the  growth  of  association, 
capital,  and  skill,  which  result,  will  cause  the  land  to 
yield  more  food;  and  by  reason  of  a  law  of  substitution 
which  accompanies  the  advancement  of  civilization, 
man  comes  to  have  less  need  for  the  products  of  the 
land.  Man  becomes  more  and  more  dependent  on 
plant  life.  Plants,  on  their  side,  must  have  carbonic 
acid  gas,  which  is  furnished  them  by  the  breath  of 
animals.  A  dense  population  will  supply  the  needed 
animal  breath,  and  animals,  a  discordant  element  in 
his  principle  of  association,  will  gradually  disappear. 
Thus,  man  producing  the  carbonic  acid  gas  and  plants 
the  oxygen,  give  us  an  example  of  that  '*  perfect " 
economic  harmony  which  runs  through  his  writings. 

Carey's  last  and  most  important  argimient  is  that 

t  Rae.  John,  The  Sociological  Theory  of  Capital  (N.  Y.,  1905),  p.  302. 

•  Wayland,  F.,  Elements  of  Political  Economy  (Boston.  1860),  p.  302. 

>  Vethake.  Heniy,  The  Prinoiplee  of  Political  Economy  (Philadelphia,  1838), 
p.  116. 

«  Cazdoao,  J.  N.,  Notes  on  Pblitical  Economy  (Charieston,  8.  C,  1826),  pp.  35-36. 
I  PhilUps,  WiHaid,  A  Manual  of  Political  Economy  (Boston,  1828),  p.  130. 

•  Senior,  N.  W.,  Two  Lectures  on  Population  (London,  1831),  Leo.  U,  pp.  '46-^. 
'  Social  Sdcnee,  voL  iii,  p.  267,  and  ibid.,  pp.  34fM50. 

i  lfald.,p.350. 

•  Ibid.,  pp.  319-^20.    Gf.  ibid.,  voL  ii,  p.  260  —  toL  iU,  pp.  316-318,  326-327. 
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man's  cerebral  and  reproductive  functions  become 
antagonistic  through  development.  Population  is 
self-r^ulative.  The  power  to  maintain  individual 
life  and  the  power  to  propagate  the  species  must  vary 
inversely  if  over-population  be  avoided.  If  a  race 
continues  to  exist,  the  forces  destructive  of  it  and  the 
forces  preservative  of  it  must  tend  toward  equilibriimi.^ 
In  tills  argument  we  find  Carey's  ultimate  check 
to  over-population.  To  read  only  his  first  three 
arguments,  one  concludes  that  Carey  had  in  mind  no 
conceivable  limit  to  the  propagation  of  man.  Eco- 
nomic historians  have,  for  the  most  part,  overlooked 
his  claim  that  population  is  self-regulative.  Professor 
Roscher,  for  example,  maintained  that  Carey  had  in 
mind  no  check  to  over-population  and  cited  Carey's 
Past,  Present,  and  Future  and  Principles  of  Social 
Science  to  substantiate  his  contention.'  It  is  true 
that  when,  in  1848,  he  wrote  his  Past,  Present,  and 
Fvture,  he  had  not  developed  the  argument  and 
frankly  stated  that  "  the  time  may  arrive  when  the 
world  will  be  so  fully  occupied  that  there  wiD  not  be 
even  standing  room."  •  But  between  1848  and  1858- 
59,  the  date  when  he  brought  out  his  Principles  of 
Social  Science,  appeared  Herbert  Spencer's  famous 
article  on  population^  (1852),  which  supplied  Mr. 
Carey  with  an  ultimate  check  to  over-population, 
thus  rounding  out  his  theory.*  Carey's  argument  is 
that  there  is  no  minimum  of  subsistence  margin,  nor 
any  over-population  problem.* 

a  Oik  eit..  Tol.  iii.  chap.  46. 

•  Roeoher.  Principles  of  PditioAl  Economy  (Chicaco,  1882).  mo.  oolxiii,  note  1. 

•  Past,  Plwent,  and  Future  (Philaddpbia,  1848),  p.  77. 

«  A  Theory  of  Population,  deduced  from  the  General  I«w  of  Animal  Fertility,  West- 
nuneter'Review.  April,  1852. 

»  Prinoiplee  of  Social  Soienee,  ehap.  46. 

•  Profeaeor  Haney  aaya  that  Carey  preceded  Spencer  in  this  theory.  — Hialory  of 
EeoooBie  Thovcfat  (N.  Y.,  1911),  p.  347.  Fntmam  R.  E.  ThonpMm  ako  makea 
this  mistake.  —  Stoddard's  Encyd.,  Amer.  supptoment  to  Encyd.  Brit.,  toL  i,  p.  722.  ' 
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In  connection  with  these  arguments  it  may  be  noted 
that  Carey's  American  environment  was  not  in  con- 
formity with  the  Maltho-Ricardian  formula.  Carey 
wrote  volimiinously  on  economic  subjects  from  1835 
to  1879.  The  achievements  of  this  period  in  American 
industrial  history  were  unprecedented.  The  growth 
of  population  and  wealth,  of  factories  and  industries, 
of  invention  and  skill  was  immense  in  the  development 
of  material  civiUzation.  During  the  twenty  years 
following  1830,  gut  railroad  mileage  grew  from  23  miles 
to  9,021  miles,  and  the  railroad  centre  was  Phila- 
delphia, where  lived  Carey  and  most  of  his  American 
followers.  The  growth  of  the  agricultural  industry 
was  rapid  because  of  superior  methods  and  inventions, 
increasing  population,  and  manufactures  which  fur- 
nished home  markets,  good  prices  for  farm  products,  and 
division  of  labor  and  skill.  With  the  growth  of  capital 
and  the  increase  of  population  was  acquired  power  that 
enabled  society  to  appropriate  the  low  and  swampy 
but  more  fertile  lands  of  the  valleys. 

Conditions  encouraged  Carey's  native  optimism, 
and  he  gave  out  the  opinion  that  progress  was  the 
normal  law  of  economic  life.  For  the  orthodox  concept 
of  diminishing  returns  he  substituted  the  concept  of 
increasing  returns  over  a  long  period  of  time.  He 
reversed  the  order  of  cultivation  as  taught  by  Ricardo. 
His  writings  reflect  his  environment.  There  was  not 
a  time  during  his  career  when  a  larger  population 
would  have  been  undesirable.  Increasing  numbers 
were  an  indication  of  prosperity.  Considering  these 
facts  in  conjunction  with  his  native  optimism,  we  have 
a  reason  for  his  denial  of  Malthusianism.  That  Carey 
was  ultra-optimistic  is  generally  recognized,  and  I 
have  mentioned  this  as  a  reason  for  his  opposition  to 
the  teachings  of  Malthus  and  Ricardo.    Differences 
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of  opinion  often  find  their  origin  in  differences  of 
temperament.  The  scientist,  as  such,  reaches  con- 
clusions only  through  impersonal  reasoning.  Man> 
considered  as  man,  too  often  has  his  conclusions  biased 
by  his  own  temperament.  The  difficulty  is  that  the 
scientist  and  the  man  are  inseparable.  There  being 
two  sides  to  most  questions,  there  is  opportunity  for 
the  hiunan  element  to  load  the  evidence  in  favor  of 
this  contention  or  that.  Ricardo  was  pessimistic^ 
Carey  was  optimistic.  Ricardo  loaded  the  evidence 
by  the  English  conditions  of  1815;  Carey  loaded  the 
evidence  by  the  American  conditions  of  1848.^  Having 
mentioned  his  arguments  on  population,  as  well  as  the 
industrial  and  personal  conditions  that  influenced 
them,  I  shall  follow  his  approach  to  the  rent  problem 
a  little  further  by  briefly  presenting  certain  concepts 
that  are  of  the  substance  of  the  problem  itself. 

Carey,  as  we  shall  see,  regards  land  as  a  form  of 
capital,  and  makes  rent  virtually  synonymous  with 
interest.*  Rent  and  interest  find  their  origin  ia  the 
conflict,  so  to  say,  between  the  power  of  nature's 
control  over  man  and  the  power  of  man's  control  over 
nature.  In  proportion  to  other  shares  of  the  distri- 
Imendum,  rent  and  iaterest  are  high  when  natm^'s 
control  is  stronger  and  low  when  man's  control  is 
stronger. 

Concepts  having  to  do  with  man's  control  over 
nature   are   wealth,    utility,    and   capital.    "  Wealth 

>  Tlw  foUowiac  n£«raiOM  help  one  to  Appreewte  Um  attitude  of  eariy  Amerioa  on 
population:  — 

(a)  Ftmnklin,  A  Sdeot  CollMtion  of  Scaroe  and  Valuable  Eoonomical  Tracts  (ed. 
by  J.  R.  MoCullooh.    London,  1869).  p.  215. 

(6)  Smith,  Adam.  Wealth  of  Nations  (Osnnan  ed.).  roi.  i.  p.  72. 

(e)  Everett,  A.  H.,  New  Ideas  on  Population  (Boston,  1820),  chaps.  2-3. 

id)  Senior.  N.  W.,  Two  Lectures  on  Population  (Oifoid,  1828  —  printed  London,. 
1831).  p.  40. 

(«)  ManhaU,  A.,  Principles  of  Beonomles,  1910,  pp.  321-822,  note. 

a  Prindpks  of  Political  Economy  CPhiladelphia,  1887),  vol.  i,  pp.  129, 180. 
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consists  in  the  power  to  command  the  always  gratui- 
tous services  of  nature."  ^  "  Wealth  grows  with  the 
growth  of  man's  power  over  nature.  The  more  that 
growth  the  more  feeble  becomes  nature's  resistance, 
and  the  greater  is  the  tendency  toward  acceleration 
of  progress  in  the  further  growth  of  wealth."  *  "  The 
utility  of  things  is  the  measure  of  man's  power  over 
nature."  *  "  Capital  is  the  instrument  by  means  of 
which  that  mastery  is  acquired."  *  In  what  does 
capital  consist  ?  Carey  says,  "  At  one  moment  in  the 
form  of  food;  at  another,  in  that  of  physical  and  mental 
force;  and,  at  a  third,  in  that  of  bows,  arrows,  canoes, 
ships,  lands,  houses,  furnaces,  and  mills."  ^  He  speaks 
of  "  further  accmnulation  of  capital  in  the  form  of 
that  higher  intelligence."  •  Capital,  then,  is  both 
objective  and  subjective.  Carey  is  obscure  on  this 
point.  He  considers  interest  a  payment  for  the  use 
of  capital.  Land  is  capital,  so  it  would  seem  that  a 
payment  for  the  use  of  land  would  be  interest.  Rent, 
however,  is  spoken  of  as  a  payment  for  the  use  of 
land;  so  rent  and  interest  would  be  the  same,  — 
interest  on  land  would  be  rent.  Man  also  is  capital. 
Why,   then,  would  not  wages  be  interest  ?    Wages 

>  Principles  of  Social  Soienoe,  vol.  i,  p.  186.  In  his  miscellaneous  works  the  article 
"  Wealth:  of  What  does  It  Consist?  "  The  term  thus:  "  Wealth  consists  of  the 
power  to  command  the  senrioes  of  the  always  gratuitous  forces  of  nature  "  (pp.  5-6). 
Further,  "  Of  all  tests  of  the  growth  of  wealth  the  most  certain  is  that  which  is  found 
in  the  oomparative  power  of  a  people  for  the  production  and  consumption  of  iron." 
(Ibid.,  pp.  10-11.)  His  environment  in  Philadelphia  possibly  had  something  to  do 
with  his  exalted  <q;>inion  of  the  iron  industry  and  his  advocacy  of  protection.  The 
poet  Bryant  thought  Carey's  oppontion  to  orthodox  economy  was  due  to  mercenary 
motives.  (Carey's  miscellaneous  works  —  artide,  Financial  Crises:  their  causes  and 
effects;  Bryant  quoted  pp.  15-16.)  T.  E.  Leslie  thought  Carey's  economy  as  much  a 
product  of  Ptamsylvania  as  was  its  iron  and  coal.  (Fortnightly  Review,  vol.  xxxiv, 
1880,  p.  503.)  Professor  Peny  was  of  the  same  opinion  as  Leslie.  (Political  Economy, 
18th  ed.,  p.  88.) 

*  Miscellaneoas  Works.    Artide,  "  Wealth:  ol  What  does  It  Consist  T  "  p.  11. 

>  Prindplesof  Social  Science,  vol.  i,  p.  179. 
«  Ibid.,  VOL  iii,  p.  50. 

>  Ibid.  •  Ibid. 
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and  interest,  however,  are  regulated  by  different  laws. 
They  move  up  or  down  in  opposite  directions.  These 
remarks  are  justified  by  statem^its  throu^out  his 
works  and  by  criticisms  of  him  on  his  confusion  of 
terminology. 

Conc^ts  having  to  do  with  nature's  control  over 
man  are  value  and  cost  of  reproduction.  ''  Value  is 
the  measure  of  the  resistance  to  be  overcome  in  obtain- 
ing those  commodities  or  things  required  for  our 
purposes  —  of  the  power  of  nature  over  man."  ^  In 
the  same  chapter  we  are  told  that  the  idea  of  value 
''  is  simply  oiu-  estimate  pi  the  resistance  to  be  over- 
come, before  we  can  enter  upon  the  possession  of  the 
thing  desired."'  This  ch^^ter  contains  expressions 
of  which  the  following  are  characteristic;  ''  what  are 
the  things  to  which  he  attaches  the  idea  of  value  ?  " 
''  He  attaches  no  value  to  the  light,"  ''  How  much  is 
the  value  he  attaches  to  the  chair  upon  which  he  sits  ?  " 

One  of  the  above  definitions  is  subjective  and  the 
other  objective.  The  relative  values  of  commodities 
are  determined  by  their  labor  cost  of  reproduction* 
'^  In  exchanging,  the  most  obvious  mode  is  to  give 
labor  for  labor."  •  For  short,  value  :  value  :  :  labor 
cost  of  reproduction  :  labor  cost  of  reproduction.'* 

His  greatest  confusion  comes  from  attributing  value 
to  man.  Of  the  utility  of  man  he  says,  ''  The  greater 
that  utility,  the  higher  is  his  own  value,  and  the  less 
that  of  the  things  he  needs.    The  cost  of  reproduction 

>  PrinoiplM  of  SooUl  Soienee,  vol.  i,  p.  15S. 

•  Ibid.,  p.  14S. 

«  Ibid.,  p.  151. 

«  Manhall  toakm  C^nfn  twhw  m  momy  ooat  of  veprodiMiloii  oonoapt.  Guey 
himadf ,  on  the  vbIim  of  m  cood,  ipokB  of  the  hnmea  eifoit  raquind  for  Its  wpwd^ction 
(Cf.  MarahiOl.  op.  eii.,  p.  401,  Geray,  Prinoiplee  of  Social  Seieiioe.  vol.  i.  p.  151.) 
Manihril  enyi  nonud  coet  of  reproduction  and  normal  eoat  of  production  ave  oon- 
vertibie  tenna.     (Ibid.,  p.  401.) 
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steadily  declining,  he  himself  as  steadily  rises,  every 
reduction  in  the  value  of  existing  capital  being  so  much 
added  to  the  value  of  the  man.''  ^  "  The  value  of 
man,  like  that  of  all  other  commodities  and  things,  is 
measured  by  the  cost  of  reproduction,  and  not  by  that 
of  production."  * 

These  statements  are  not  in  harmony  with  value 
as  nature's  control  over  man.  They  indicate  that 
value  is  man's  power  over  nature.  How  does  this 
differ  from  wealth,  man's  power  over  nature  ?  How 
does  the  idea  that  a  greater  utility  in  man  means  a 
higher  value  in  man  harmonize  with  ''  the  two  (value 
and  utility)  *  thus  move  in  opposite  directions,  and  are 
always  found  existing  in  the  inverse  ratio  of  each 
other  "  ?  ^  Inconsistencies  such  as  these  confuse  the 
argument.  Yet  the  general  relationship  seems  to  be 
that  value  is  nature's  power  over  man  and  that  it  is 
limited  by  cost  of  reproduction.  Wealth  is  man's 
power  over  nature,  utility  is  the  measure  of  this  power, 
and  capital  consists  in  the  means  or  instruments  which 
give  this  power.* 

Since  rent  is  a  payment  for  the  use  of  land,  it  is  pro- 
portionately high  or  low  as  the  value  of  the  land  is 
high  or  low.    This  leads  us  to  the  rent  problem. 

He  presents  two  arguments  on  rent:*  (a)  Land  is 
capital,  rents  grow  proportionately  less;  (b)  The 
natmral  order  of  cultivation  is  from  poor  land  to  rich. 

1  Priiieiple8  0l8ooudSeieiMe,TQLiii.p.  111. 

«  Ibid.,i>.iaO. 

>  PtoenthcwM  mine. 

•  Principlet  of  Social  SdoMe,  vol.  i,  p.  170. 

•  Roflcher,  PrinoiplM  of  Political  Economy,  toI.  i,  we.  5.  note  4. 

•  Principke  of  Socael  Science.  toL  i.  p.  t.  Spedking  of  Uawoilc  of  1887,  Cany 
nid  of  himaelf ,  '*  He  had  already  aatiififld  bimfldf .  that  the  theory  preaented  for  con- 
aideratioB  by  Mr.  Rieardo,  not  beinc  univenally  tlue,  had  no  daim  to  be  ao  considered; 
but  it  waa  not  ontil  ten  yean  later  that  Jw  waa  led  to  ramaik  the  fact  that  it  was 

r  false." 
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First.  Land  is  capital.  The  clay  through  which 
the  farmer  guides  his  plow  is  subject  to  exactly  the 
same  law  as  when  it  has  passed  through  the  potter's 
hands  and  has  been  converted  into  china  and  earthen- 
ware.   It  is  a  universal  law  that  governs  matter.^ 

"  If  we  can  show  that  the  land  heretofore  appro- 
priated is  not  only  not  worth  as  much  labor  as  it  has 
cost  to  produce  it  in  its  present  condition,  but  that  it 
could  not  be  reproduced  by  the  labor  that  its  present  value 
would  purchase^  it  would  be  obvious  to  the  reader  that 
its  whole  value  is  due  to  that  which  has  been  applied 
to  its  improvement."  *  Again,  "  There  is  not,  through- 
out the  United  States,  a  county,  township,  town,  or 
city,  that  would  sell  for  cost;  or  one  whose  rents  are 
equal  to  the  interest  upon  the  labor  and  capital  ex- 
pended." '  Quotations  and  arguments  from  his  works 
might  extend  over  pages,  —  all  to  the  effect  that 
capital  in  land  differs  in  no  respect  from  that  invested 
in  machines.  In  fact,  President  Walker  remarks  that, 
*'  The  trouble  with  Mr.  Carey's  argimient  is  its  super- 
abundance of  proof."  *  In  other  words,  before  appro- 
priation, land  is  a  free  good,  like  air  and  water.  Its 
value  is  due  to  the  labor  employed  in  its  appropriation 
and  improvement.*  "  Improvements  "  is  broad  enough 
to  include  roads,  canals,  churches,  and  the  like.*  Land 
being  capital,  rent  is  only  a  form  of  interest.  As 
progress,  invention,  and  skill  advance,  the  cost  of 
reproduction    declines.    Therefore    rents    proportion- 

1  Principles  of  Social  Science,  vol.  i,  p.  164. 

*  Principles  of  Political  Eoonomy,  vol.  i,  p.  102. 

s  Past,  Present,  and  Future,  p.  60;  almost  the  same  wmding  in  Principles  of  Social 
I.  vol.  i.  p.  168. 


«  Land  and  its  Rent,  p.  77. 

•  Principles  of  Political  EcooKmy,  vol.  i,  pp.  129, 130. 

•  Principles  of  Social  Science,  vol.  i.  p.  168. 
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ately  decline;  proportionately,  of  course,  to  the  prod- 
ucts of  the  land.^ 

Second.  The  natural  order  of  cultivation  is  from 
poor  to  rich  soils,  from  the  dry,  sandy  soil  of  the  hill- 
side to  the  rich  lands  of  the  valley.  Since  this  argu- 
ment is  aimed  at  Ricardo,  we  will  give  it  as  follows: 
(1)  Inconsistencies  of  Ricardo,  (2)  Why  Ricardian 
rent  is  generally  accepted,  (3)  It  depends  on  a  single 
supposition,  (4)  Statement  of  Carey's  argument,  (5) 
Deduction:  rent  proportionately  declines. 

After  an  introduction  replete  with  irony  as  to 
Ricardo's  "  great  discovery,"  he  turns  to  the  college 
professors  and  compares  them  to  the  followers  of 
Mohamet  in  regard  to  the  Koran.  Their  insolvable 
task  is  to  determine  what  it  is  they  are  required  to 
believe.  Those  who  follow  Ricardo  are  economists 
par  excellence,  anything  short  of  absolute  faith  in  him 
is  heresy,  worthy  of  excommunication,  contemptible. 
The  professor  "  having  studied  carefully  the  works  of 
the  most  eminent  of  the  recent  writers  on  the  subject, 
and  having  found  no  two  of  them  to  agree,  he  turns, 
in  despair,  to  Ricardo  himself,  and  there  he  finds,  in 
the  celebrated  chapter  on  rent,  contradictions  that 
cannot  be  reconciled,  and  a  series  of  complications 
such  as  never  before,  as  we  believe,  was  foimd  in  the 
same  number  of  lines.    The  more  he  studies,  the  more 

1  DoubtleM  J.  8.  Mill  And  F.  A.  WalJksr  are  the  strongett,  at  loast  among  the  Btiong- 
60t,  oritios  of  Carey's  ooet  of  reproduoiion  oonoept.  Mill  omits  ooet  of  xeproduetion 
in  his  criticism  of  the  point.  Take  this  from  his  argument  and  Carey  himself  would 
not  reoognise  it.  J.  8.  MUI,  Principles  of  Political  Economy  (Ashley  ed..  London 
and  New  York,  1900),  pp.  43(H432.  See  Madeod,  The  History  of  Economics,  Lon- 
don {1806],  pp.  fiOO-502  on  self  contrsdiction  of  Mill  on  rent.  Walker  makes  the 
stronger  criticism  (Land  and  its  Rent,  pp.  75-^).  In  a  later  work  this  author  advo- 
oates  cost  of  reproduction.  He  speaks  of  it  as  *'  beyond  the  reach  of  discussion." 
(International  Bimetallism.  N.  Y.,  1897.  pp.  26-^20.)  Professor  J.  W.  Jenks  expressed 
the  opinion  that  Carey's  theory  of  a  constant  decline  in  value,  including  agricultural 
products,  is  that  he  had  in  his  mind's  eye  the  United  States  where,  due  to  free  and 
abundant  fertile  lends,  agricultural  produce  had  still  a  low  cost  of  production.  (Jenks, 
Henry  C.  Carey  als  Nationalfikonom,  Jena,  Fisher,  1885,  pp.  80,  31.) 


Digitized  by  VjOOQ  IC 


054  QUARTSBL7  JOURNAL  OF  ECONOMICS 

he  is  puzzled,  and  the  less  difficulty  does  he  find  in 
accounting  (or  the  variety  of  doctrines  taught  by  men 
who  profess  to  belong  to  the  same  school,  and  who  all 
agree,  if  in  little  else,  in  regarding  the  new  theory  of 
rent  as  the  great  discovery  of  the  age/' ' 

Why  Ricardo's  Theory  is  generally  accepted  "  At 
first  sight,  it  looks,  however,  to  be  exceedingly  simple. 
Rent  is  said  to  be  paid  for  land  of  the  fiirst  quality, 
yielding  one  hundred  quarters  in  return  to  a  pvea 
quantity  of  labor,  when  it  becomes  necessary,  with 
iJie  increase  of  population,  to  cultivate  Umd  of  the 
second  quality,  capable  of  yielding  but  ninety  quarters 
in  return  to  the  same  quantity  of  labor;  and  the  amount 
of  rent  then  paid  for  No.  1  is  equal  to  the  differ^ice 
between  their  req)ective  products.  No  proposition 
could  be  calculated  to  command  more  imiversal  assent. 
Every  man  who  hears  it  sees  around  him  land  that 
pays  rent.  He  sees  that  that  which  yields  forty  bushels 
to  the  acre  pays  more  rent  than  that  which  yields  but 
thirty,  and  that  the  difference  is  neariy  equal  to  the 
difference  of  product.  He  becomes  at  once  a  disciple 
of  Mr.  Ricardo,  admitting  that  the  reason  prices  are 
paid  for  the  use  of  land  is  that  soils  are  different  in 
their  qualities^  when  he  would,  at  the  same  moment, 
regard  it  as  in  the  highest  degree  absurd  if  any  one 
were  to  imdertake  to  prove  that  prices  are  paid  for 
oxen  because  one  ox  is  heavier  than  another;  that 
rents  are  paid  for  houses  because  some  will  accom- 
modate twenty  persons  and  others  only  ten;  or  that 
all  ships  command  freights  because  some  ships  differ 
from  others  in  their  capacity.''  * 

Ricardo's  whole  theory  is  based  upon  a  single  sup- 
position.   After  reducing  the  theory  to  six  brief  state- 

>  PlMt,  PreMnt,  and  Future,  pp.  17-18  (guoUtion  from  p.  18). 
«  Ibid.,  pp.  18. 19. 
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mente,  he  (Carey)  says,  ''  It  will  be  perceived  that 
the  whole  system  is  based  upon  the  asserticm  of  the 
existence  of  a  single  fact,  viz.,  that  in  the  commence- 
ment of  cultivation,  when  population  is  small,  and 
land  consequently  abundant,  the  soils  capable  of  yielding 
the  laigest  return  to  any  given  quantity  of  labor  alone 
are  cultivated.  That  fact  exists  or  it  does  not.  If  it 
has  no  existence,  the  system  falls  to  the  ground.  That 
it  does  not  exist;  that  it  never  has  posted  in  any 
coimtry  whatsoever;  and  that  it  is  contrary  to  the 
nature  of  things  that  it  should  have  existed,  or  can 
exist,  we  propose  now  to  show."  ^ 

So  much  for  Ricardo's  single  supposition  and  what 
Carey  proposes  to  show.  What  is  Carey's  argum^it 
on  the  point  ?  He  reverses  the  Bicardian  order  of 
cultivation.  In  the  first  settlement  of  a  new  coimtry 
Ricardo  thinks  that  No.  1,  the  40  bushels  to  the  acre 
tract,  would  be  first  occupied.  When  population 
multiplies  to  the  extent  that  it  is  necessary  to  cultivate 
No.  2,  then  rent  begins  on  No.  1  —  the  rent  being  the 
difference  between  the  two  or  10;  and  so  on. 

In  the  first  settlement  of  a  new  country  Carey  thinks 
that  the  poorest  tract,  say  No.  5,  will  first  be  occupied, 
and  with  the  growth  of  population  and  wealth  4,  3,  2, 
and  1  will  successively  come  into  cultivation.  Carey's 
reasons  are  that  the  richer  lands  offer  greater  resistance 
than  half-civilised  men,  or  needy  colonists,  or  the  few 
new  settlers  in  a  virgin  land  witli  small  capital  and  no 
organization,  can  overcome.  The  most  fertile  lands 
are  covered  with  dense  forests,  among  the  most  general 
difficulties  are  swamps  or  marshes,  bogs  and  malaria. 
Through  the  growth  of  population,  capital,  and  asso- 
ciation such  power  over  nature  is  acquired  as  will 
make  possible  the  utilization  of  the  most  fertile  soils.^ 

>  Pm(,  Pweent,  and  Future,  p.  23. 

*  Ibid.,  dup.  1;  abo  FrineiplM  of  Social  Seienoe,  vol.  1,  ohaiM  4,  A. 
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From  this  it  follows  that  constantly  increasing 
returns  result,  and  ''  there  is  a  steady  diminution  in 
the  proportion  of  the  population  required  for  pro- 
ducing the  means  of  subsistence,  and  as  steadily  an 
increase  in  the  proportion  that  may  apply  themselves 
to  producing  the  other  comforts,  conveniences,  and 
luxuries  of  life."  * 

Continuing,  we  find  that,  "  Rent  is  paid  for  the 
improvements  which  labor  has  accomplished  for,  or 
on,  land,  and  which  constitute  items  of  wealth.  Wealth 
tends  to  augment  with  population,  and  the  power  of 
accimiulating  further  wealth  increases  with  constantly 
accelerating  pace  as  new  soils  are  brought  into  culti- 
vation, each  yielding  in  succession  a  lai^er  retiun  to 
labor.  Rent  tends,  therefore,  to  increase  in  amount 
with  the  growth  of  wealth  and  population,"  *  etc. 
But  while  there  is  an  increase  in  the  amoimt  of  r^it, 
it  must  be  remembered  that  rent,  or  the  price  chained 
for  the  use  of  land,  like  prices  of  all  commodities  and 
things,  is  but  compensation  for  the  results  of  past 
labor.  As  cost  of  production  becomes  less,  prices 
are  lowered.  Therefore,  tho  total  rents  increase,  rent 
as  a  share  of  the  produce  of  land  decreases  propor- 
tionately.' 

So  much  for  Carey's  arguments  on  rent  and  the 
relation  of  rent  to  kindred  problems.  I  shall  conclude 
with  a  comparison  of  these  writers,  hoping  thereby 
that  Carey's  attitude  toward  Ricardo  may  be  better 
understood. 

Ricardo  lived  in  pessimistic  England  at  the  close 
of  the  Second  Hundred  Years'   War  with  France; 

1  Past,  Present,  and  Future,  p.  26. 

>  Ibid.,  p.  62. 

•  Priaoiplee  of  Sooud  Scienoe,  vol.  i,  p.  164. 
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Carey  lived  in  optimistic  America  during  her  golden 
age  of  prosperity  after  1837.  The  first  wrote  in  the 
England  of  1817;  the  second  wrote  in  the  America  of 
1848,  Ricardo  was  pessimistic  —  things  would  have 
been  better  if  they  had  not  been  so  bad;  Carey  was 
optimistic  —  things  will  be  better  because  nature  is 
so  good.  The  first  accounted  for  misery  through  the 
niggardliness  of  nature;  the  second  accounted  for 
misery  through  the  fault  of  man.  Ricardo  was  a 
free-trader;  Carey  was  a  protectionist.  The  Mal- 
thusian  law  of  population  and  the  Ricardian  theory 
of  rent  rest  on  one  and  the  same  hypothesis;  the 
limited  supply  and  diminishing  productiveness  of  land 
in  its  relation  to  human  fecundity  with  undiminishing 
power.  Carey's  doctrine  of  population  and  theory 
of  rent  are  based  on  the  principle  of  an  increasing 
supply  of  land  in  its  relation  to  human  fecundity,  — 
that  fecundity  diminishing  with  the  development  of 
man.  With  Ricardo,  labor  accounts  for  the  value  of 
most  man-made  goods;  with  Carey,  labor  accounts 
for  the  value  of  land  and  other  goods.  Ricardo's 
order  of  cultivation  was  from  rich  land  to  poor;  Carey's 
order  of  cultivation  was  from  poor  land  to  rich.  Ri- 
cardo's  rent  concept  is  static;  tho  he  taught  his- 
torical diminishing  returns,  his  formula  can  serve  only 
for  measuring  static  or  unalterable  conditions.  Carey's 
rent  concept  is  dynamic,  he  looks  upon  society  as 
progressive,  multiplying  in  inventions  and  skill  and 
increasing  its  returns  as  it  grows.  Ricardo  regarded 
land  as  a  distinct  factor  of  production;  Carey  regarded 
land  as  capital.  With  Ricardo,  rent  is  a  differential 
surplus  above  a  no-rent  margin;  with  Carey,  rent  is 
interest  on  capital  in  the  form  of  land.  The  first 
thought  that  improvements  caused  a  decrease  in  total 
rent;   the  second  thought  that  improvements  caused 
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an  increase  in  total  rent.  Ricardo  taught  that  rent 
increased  while  labor  received  less  and  less  on  a  declin- 
ing margin;  Carey  taught  that  rent  proportionately 
declined  while  labor  received  proporticHiately  more 
and  more  on  a  rising  margin.  To  one  increased  num- 
bers meant  diminishing  returns  and  rising  rents  at  the 
expense  of  profits  and  wages;  to  the  other  increased 
numbers  meant  increasing  returns  and  rising  wages 
at  the  expense  of  rents  and  profits.  Both  were  suc- 
cessful business  men.  Neither  was  a  college  man. 
Eitha-  ranked  as  the  strongest  contemporary  econ- 
omist of  his  nation.  After  all,  the  fundamental,  the 
one  point  between  Carey  and  Ricardo,  in  this  con- 
nection, is  diminishing  returns.  It  is  true  that  Carey 
said  "no"  when  Ricardo  said  "yes";  Carey  con- 
sidered his  doctrine  the  direct  opposite  of  that  taught 
by  Ricardo.  Differences  in  the  order  of  cultivation 
present  no  fundamental  distinction  in  this  question. 
The  philosophy  of  Ricardian  rent  refers  to  lands  imder 
cultivation  at  the  same  time.  Recent  studies  justify 
Carey's  contention  in  many  instances  as  to  the  historic 
order  of  cultivation.  Grant  the  point,  yet  Ricardo's 
law  of  rent  is  imtouched.  Not  historic  orders,  but 
lands  under  cultivation  at  the  same  time  present  the 
basis  for  a  differential  rent  doctrine. 

That  Carey  said  "  no  "  when  Ricardo  said  "  yes  " 
is  taken  by  critics  to  be  the  backward  and  forward 
looking  faces  of  the  same  proposition.  This,  however, 
is  but  another  instance  of  the  common  fallacy  of  mis- 
taking different  things  for  the  same  thing.  This  I 
will  show  through  a  consideration  of  the  essence  of 
the  whole  controversy  —  diminishing  returns. 

Since  Carey  was  not  specific  on  the  point,  he  leaves 
us  to  interpret  his  fundamental,  possibly  his  sub- 
conscious philosophy  of  this  question.    In  my  judg- 
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ment  there  are  three,  and  only  three,  possible  inter- 
pretations :  — 

1.  There  is  a  declining  demand  for  commodities  as 
society  approaches  a  more  perfect  association,  and 
meanwhile  there  are  increasing  returns  from  land.  In 
other  words,  while  the  supply  of  commodities  is  con- 
stantly increasing,  our  needs  are  constantly  decreasing. 

2.  Another  interpretation  —  and  that  the  general 
one  —  is  that  Carey  denied  outright  the  law  of  dimin- 
ishing returns  as  Bicardo  used  it. 

3.  Carey  passed  by  diminishing  returns  in  agricul- 
ture and  reasoned  with  a  land-supply  concept  in  mind. 

Regarding  the  first  of  these,  Carey,  after  ai^uing 
for  a  tendency  to  substitute  vegetable  for  animal 
foods,  and  for  increasing  powers  of  augmenting  supplies 
of  necessities  as  man  approaches  a  more  perfect  state 
of  association,  said,  ^'  The  better  his  clothing,  the  less 
is  the  waste  of  his  body,  and  the  less  his  need  for  food."  * 
Further,*  "  Look,  therefore,  where  we  may,  we  find, 
throughout  nature,  a  constant  tendency  towards  the 
perfect  adaptation  of  the  earth  to  the  wants  of  a 
growing  population  —  each  and  every  increase  in  the 
power  of  association  and  combination  being  accom- 
panied by  diminution  in  the  quantity  of  raw  material 
required  for  the  maintenance  of  himian  life,  and 
increase  in  that  which  may  be  obtained  in  return  to 
any  given  amount  of  labor."  * 

Few  men  have  been  criticized  more  severely  than 
Carey,  yet  none  have  been  so  cruel  as  to  accuse  him 
of  being  serious  on  this  point.  This  does  not  enter 
in  as  a  part  of  the  body  and  substance  of  his  philosophy. 

1  PrineiplM  of  Social  Boienoe,  vol.  iii,  p.  318. 

*  Ibid.,  Tol.  iii,  p.  819.    Alao  ibid.,  ohap«.  4d,  47,  bear  on  the  point. 


•  Mv.  Caiey  ahould  h*ve  wonemheied  that  elothias  and  cmenl  oomf orta  i 
demand  on  the  land  as  muoh  as  food  does. 
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It  must  be  considered  alone  —  isolated  from  the  body 
it  is  presumed  to  serve  —  it  is  a  kind  of  philosophical 
comet  blazing  up  for  the  moment,  contrary  alike  to 
law,  order,  and  common  sense.  Why  did  Carey  compd 
the  farmers  to  move  to  more  fertile  soil,  if  the  soil 
they  were  on  was  constantly  increasing  its  returns 
and  the  needs  were  constantly  diminishing?  The 
fact  is  that  Carey,  at  this  point  of  the  discussion,  has 
in  mind  a  primitive  economy.^  This  is  no  ultimate 
doctrine.  That  animals,  well  housed  and  protected 
from  freezing  weather,  rains,  and  snow,  require  a  less 
amoimt  of  food  to  preserve  them  in  the  same  state  of 
health  and  vigor  is  beyond  discussion.  That  warm 
clothing,  sanitation,  and  comfortable  housing  for 
people  mean  a  less  waste  of  body,  and  a  somewhat 
less  absolute  need  for  food,  is  a  matter  of  common 
knowledge.  But  at  this  point  the  analogy  between 
men  and  beasts  breaks.  What  the  desires  of  horses 
and  cattle  were  a  thousand  years  ago,  they  are  today. 
Man's  desires,  however,  are  progressive,  they  mount 
with  every  additional  opportimity  for  gratification. 
Desires  are  the  motive  force  of  economic  activity,  and 
it  follows  that  dynamic  progression  —  the  centre  of 
Carey's  philosophy  —  is  based  upon  desires  for  more 
and  better  goods.  To  accuse  him,  then,  of  advocating 
the  point  beyond  a  primitive  economy,  or  at  least 
beyond  the  point  where  man  has  secured  conveniences 
to  conserve  his  animal  heat,  is  to  accuse  him  of  con- 
tradiction so  serious  as  to  wreck  his  whole  philosophy. 
Upon  the  second  possible  interpretation  much  less 
is  to  be  said.  Ricardo  limited  land,  labor,  and  capital 
to  definite  units  and  gave  them  a  ntiathematical  ex- 
pression.   Not  to  limit  the  land  factor  is,  I  submit, 

>  I  taks  it  that  needs  vmiy  in  relation  to  the  standard  of  livinc:  in  a  primitive 
economy  needs  are  absolute  essentials;  in  an  advanoed  eeooomy  tlMy  correspond  to 
the  character  of  desires. 
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to  dodge  or  pass  over  the  diminishing  returns  issue 
in  the  Ricardian  sense.  This  Carey  did.  There  is 
not  a  sentence  in  his  hundreds  of  pages  on  rent  and 
population  which  claims  that  constant  expenditures 
on  a  limited  specific  area  bring  an  ever  increasing 
return.  His  was  a  different  theme,  —  from  poor  land 
to  fertile,  which  I  shall  term  a  land-supply  concept. 
His  reasoning  was  upon  an  entirely  different  basis. 
He  did  not  preach  increasing  returns  on  a  limited  area 
of  land.^  If  a  farm  on  the  hill-side  showed  constantly 
increasing  returns,  it  would  soon  be  more  productive 
than  the  low  lands.  If  the  farmer's  first  expenditure, 
or  first  dose,  on  the  limited  area  yields  10,  his  second 
12,  his  third  15,  on  up  to  100  and  beyond,  what  possible 
excuse  could  he  have  for  moving  to  the  low  lands  ? 
There  is  no  evidence  that  Carey  regarded  the  process 
of  moving  as  a  particular  source  of  lai^  fortunes. 

While  Ricardo  based  diminishing  returns  upon  his- 
toric conditions,  his  formula  or  bis  mathematical 
expression  of  it  was  static,  and  could  serve  only  as  a 
measure  of  static  conditions.  He  assumed  conditions 
in  a  given  state  of  advancement.  At  the  same  time 
he  recognized  the  Malthusian  tendency  of  population 
to  outstrip  the  means  of  subsistence.  Thus  he  yoked 
a  static  with  a  dynamic  concept.  Consequently  he 
over-emphasized  the  principle  of  resistance  in  agri- 
cultural industry,  to  the  neglect  of  inventions  in  the 
industry  as  a  whole.  His  prophecies  as  to  resulting 
conditions  were,  consequently,  extremely  pessimistic. 
They  have  been  falsified  both  in  England  and  America. 

'  Bbenrood,  8.,  Tendencies  in  Amerioan  Eoonomio  Thousht.  (Johns  Hopkins 
Unirenily  Vnm.  Fifteenth  Series.  XII.)  —  Prafeesor  Sherwood  uiues  to  the  effect 
thnt  Guey  did  deny  Rkeidinn  diminishing  retuns,  and,  so  far  as  I  know,  gives  the 
best  available  argument  for  that  contention.  Professor  Sherwood  makes  no  dis- 
tinction between  diminishing  letoms  on  a  limited  area  under  static  coaditioos  and 
«f;ww{ntAi«g  returns  relative  to  the  whole  industry  over  a  loag  -period  of  time.  (Pp. 
90-28.)    My  contention  is  that  the  two  an  ussnntiilly  different. 
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It  was  this  that  raised  the  ire  of  optimistic  Carey.  The 
conclusion  is  that  the  first  two  of  these  possible  inter- 
pretations were  not  entertained  by  Carey.  He  nev^ 
thought  that  as  civilization  took  a  higher  form  and 
became  more  complex  our  needs  and  dentiands  for 
goods  would  diminish.  Neither  did  he  believe  that 
the  application  of  more  and  more  units  of  labor  and 
capital  on  a  limited  area  would  show  constantly  in- 
creasing returns. 

Yet  he  preached  increasing  returns.  This  brings 
us  to  the  third,  and  to  what  I  believe  to  be  the  correct, 
interpretation  of  his  idea  of  returns  from  land.  It 
must  not  be  forgotten  that  his  thought  was  dynamic, 
his  environment  was  one  of  growth  and  change,  and 
in  conformity  his  economy  was  dynamic.  To  him  land 
was  not  a  fixed  factor  in  production  as  it  was  with 
Ricardo.  The  limited  area  concept  was  absent  from 
his  reasoning.  Diminishing  returns  to  him  were 
quite  different  from  a  mere  denial  of  diminishing 
returns  in  the  static  sense  that  Ricardo  conceived  it. 
The  problem  to  him  was  a  dynamic  one,  over  a  long 
period  of  time.  He  conceived  returns  in  the  light  of 
growing  skill,  and  of  industrial  and  technical  develop- 
ments, that  multiply  with  the  growth  of  capital  and 
population.  Increasing  power  resulted  in  the  better 
utilization  of  land,  in  the  harnessing  of  new  lands,  in 
the  substitution  of  richer,  better  lands  for  old  lands. 

Growing  power  to  increase  the  land-supply  or  real 
productive  power  of  the  earth  was,  I  submit,  the 
central  idea  in  Carey's  reasoning  on  returns.  This 
was  no  denial  of  Ricardian  diminishing  returns.  Their 
problems  were  entirely  different  —  static  and  dynamic 
returns  are  different  species. 

Carey's  writis^  are  on  the  border  line,  if  indeed 
they  do  not  surest  what  I  believe  to  be  a  truer  state- 
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ment  of  proportionality  than  has  been  given.  Recent 
thought,  however,  seems  to  owe  more  to  Hobson/ 
Clark,^  and  Cannan'  because  of  their  extension  of 
the  application  of  the  rent  doctrine,  than  to  older 
writings  on  the  subject.  To  avoid  reading  trains  of 
thought  into  Carey  which  belong  more  to  recent 
writers,  I  shall  assume  full  responsibility  for  the  fol- 
lowing remarks,  which,  it  is  hoped,  will  present  a 
truer  statement  of  the  difference  between  Ricardo 
and  Carey. 

Land,  like  labor,  money,  or  tools,  is  a  productive 
factor.  The  supply  of  productive  factors  is  measured 
by  their  yield  and  not  by  their  bulk.  The  niunber  of 
laborers  does  not  tell  us  the  supply  or  productive 
power  of  labor.  We  must  know  of  their  skill,  strength, 
and  organization.  The  number  of  dollars  does  not 
tell  us  the  supply  of  money,  the  value  and  rate  of 
turnover  of  these  dollars  must  be  known.  With  the 
land-supply  the  case  is  not  different.  The  land-supply 
is  the  avtdlable  force  or  power  to  do  the  land  work. 
The  land-supply  consists  of  available  or  effective 
utilities  and  not  of  potential  utilities  which  ntiay  be 
harnessed  in  the  future,  or  when  new  conditions  arise. 
Location,  fertility,  and  intensity  of  cultivation  must 
be  considered,  as  well  as  area,  when  reasoning  on  the 
land-supply. 

Any  productive  agent  is  economically  non-existent 
until  its  potential  utiUties  become  effective  utiUties.^ 

>  Hobson,  J.  A.,  The  Law  of  the  Three  Rents.  Quarteriy  Jounal  of  Eoonoinioe, 
1891.  vol.  T.  pp.  a6»-288. 

*  dark,  J.  B.,  Die^butkm  as  Determined  by  a  Law  of  Rent,  Quarteriy  Jounal  of 
Eoonomics,  1891,  toI.  y,  pp.  289-318;  A  Univeraal  Law  of  Eoonomio  Variation,  Quar- 
terly Jounal  of  Eoonomios,  1894,  vol.  viii,  pp.  261  ff. 

I  Ceanan,  E.,  Origin  of  the  Law  of  Dinunishini  Retone,  1818-lA,  Eeonomie 
Journal,  1892,  vol.  ii,  pp.  63^-69. 

«  Veblen,  T.,  On  the  Nature  of  Capital,  Quarteriy  Journal  of  Economics,  August, 
1908,  p.  623.    Commons,  J.  R.,  says,  **  The  gifts  of  nature  become  capital  as  soon  as 


Digitized  by  VjOOQ  IC 


664  QUARTERLY  JOURNAL  OF  ECONOMICS 

Gold  at  the  bottom  of  the  sea  is  economically  non- 
existent because  it  has  only  potential  utility.  Gold 
in  a  national  bank  is  economically  existent;  it  has 
effective  utility.  The  effective  utility  of  land  is  the 
supply  of  land;  the  swamp  lands,  in  the  Carey  use, 
—  all  lands,  under  given  industrial  conditions,  which 
are  beyond  man's  control,  which  in  no  way  contribute 
or  can  be  made  to  contribute  to  his  needs,  —  are 
economically  non-existent.  They  are  no  part  of  the 
economic  supply  of  land.  No  one  claims  that  fur- 
bearing  animals  in  the  wilds  of  Siberia,  beyond  the 
reach  of  man,  compose  a  part  of  the  supply  of  furs. 
Yet  their  name  is  legion  who  aflSrm  that  the  supply 
of  land  is  fixed,  thus  including  lands  impossible  of 
utilization  under  existing  circumstances.  The  greatest 
enemy  of  some  of  their  ideas  is  other  of  their  ideas. 
Canals,  like  the  Panama,  that  will  make  possible  the 
drainage  and  cultivation  of  lands  whose  utility  pre- 
viously had  not  been  dreamed  of;  railroads  extending 
quick,  cheap  transportation  into  the  interior,  thus 
converting  waste  lands  into  com  and  wheat  fields; 
extensive  systems  of  irrigation  that  banish  nature's 
lottery  of  seasons  and  rains  —  these  are  increasing 
the  effective  utilities,  the  land-supply,  extensively. 
Sub-soil  plowing,  —  working  down  into  the  earth, 
building  upon  the  soil,  any  means  of  more  intensive 
cultivation,  —  any  means  of  compelling  a  limited  area 
to  contribute  more  to  the  needs  of  man  than  before, 
is  to  convert  potential  into  effective  utilities  —  to 
increase  the  economic  land-supply.  This  does  not 
say  that  potential  utilities  are  without  influence  on 
supply,  —  let  the  demand  become  stronger  and  force 
is  applied  to  the  harnessing  of  potential  utilities.    It 

they  are  utiliaed  by  man.  Before  they  are  uUliaed  they  have  no  economio  ■igniil- 
oanoe,  and  are,  therefore,  neither  capital  nor  Und,  in  the  eoonomio  uae  of  thoee  terms.** 
The  Distribution  of  Wealth,  pp.  137-138. 
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does  mean  to  say  that  potential  utilities  are  not  a  part 
of  the  supply.  Not  to  distinguish  between  "  amount 
of  land"  and  landnsupply  is  a  source  of  confusion.^ 
More  intensive  and  more  extensive  utilization  result 
precisely  in  the  same  thing,  —  more  eflfective  utilities, 
a  greater  land-supply.  For  the  economist  to  reason 
on  the  acre  basis  rather  than  on  an  effective  utility 
basis  is  to  shift  from  an  economic  to  a  physical  point 
of  view.  An  acre  of  land  is  an  acre  of  land,  be  it  on 
the  top  of  Mt.  McKinley  or  on  Wall  Street.  What 
of  their  productivity,  their  value,  their  capitalization  ? 
These  are  economic  questions.  The  acre  is  a  mere 
measure,  an  area  test,  of  a  physical  entity,  —  that  is 
aU. 

In  old  or  new  lands,  potential  utilities  resist  being 
harnessed;  some  such  utilities  are  further  than  others 
below  the  margin  of  utilization.  This  is  a  matter  of 
degree,  not  of  kind.  Whether  extensive  or  intensive, 
such  utilities  resist  being  harnessed.  This  may  be 
termed  "  the  principle  of  resistance."  This  brings 
us  to  a  further  conclusion  of  great  significance,  here- 
tofore unnoticed,  namely,  that  it  is  impossible  to  tie 
down  any  one  agent  in  our  reasoning  on  proportionality 
and  to  treat  it  as  a  limited,  or  definitely  fixed,  factor. 
These  truths,  differentiation  between  effective  and 
potential  utilities  in  determining  supply  and  the 
principle  of  resistance,  are  applicable  to  all  productive 
agents.  They  are  illustrated  by  the  discussions  on 
the  quantity  theory  of  money.  Their  essence  is 
embodied  in  such  expressions  as  ''  The  nimble  six- 
pence does  the  work  of  the  slow  shilling."  *  "  The 
money  force,  or  supply  of  money,  is  .  .  .  composed 
of  two  factors,  —  the  amount  of  money  and  the  rapidity 

i  Fetter.  F.  A..  The  Prmciplos  of  Eoonomios  (2d  ed.).  N.  T.,  1910.  pp.  166-15a. 
«  Walker.  F.  A.,  Political  Eoonomy  CAdv.  Courae.  3d  ed.),  N.  T.,  1888,  p.  131. 
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of  circulation."  ^  Resistance  is  here  implied,  of  course, 
else  one  coin  would  be  a  national  supply.  The  reason- 
ing applies  to  horse,  laborer,  machine,  and  all  productive 
agents,  in  the  same  way  and  for  the  same  reasons  that 
it  applies  to  land  and  money. 

Realizing  that  a  product  is,  under  complex  industry, 
a  resultant  of  nmnerous  indirect  agents,*  and  that  all 
indirect  agents  are  alike  subject  to  the  ''  principle  of 
resistance,"  it  follows  that  ''  diminishing  returns  "  is 
simply  a  law  of  proportionality,  with  no  fixed  factors, 
and  that  all  factors  are  adjusted,  or  the  attempt  is 
to  adjust  them  so  that  the  maximum  efficiency  of 
production  will  result.  Such  adjustment,  equilibrium, 
or  proportionality  is  an  industrial  ideal,  and  all  efforts 
to  attain  it  are,  and  must  be,  based  upon  the  general 
principle  of  resistance. 

In  America,  where  land  was  so  rich  and  abundant, 
economic  advancement  was  striving  toward  that 
economic  goal  —  a  proportionality  of  factors.  In  a 
new  coimtry  every  step  approaching  that  proportion- 
ality is  attended  with  larger  returns  than  the  preceding 
step.  Such  environment  produces  subtle  and  inexpli- 
cable forces  that  bend  action  and  force  thought  into 
new  channels.  ''  American  economists  from  the  time 
of  Carey  have  naturally  thought  of  change  and  prep- 
ress as  normal,  and  have  protested  against  the  assump- 
tion of  fixity  of  customs,  in  social  institutions,  in  the 
land-supply,  in  the  labor  force,  and  in  the  industrial 
processes."  •  Now  that  the  supply  of  productive 
agents  is  elastic,  and  that  resistance  must  be  overcome 
in  securing  more  effective  utilities  from  these  s^nts, 

I  Walker.  F.  A..  Politieia  Economy  (Adv.  Coune,  3d  ed.).  N.  Y..  1888.  p.  13L 

*  See  example  of  tbe  day  laborer's  ooat.    Adam  Smith,  op.  cit.,  vol.  i,  p.  13. 

*  Fetter,  F.  A.,  Publieations  of  the  American  Economic  Aasociatioa  (3d  nriea, 
ToL  id.  No.  1),  p.  135. 
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and  that  a  product  is  the  resultant  of  numerous  in* 
direct  agents,  it  follows  that  the  proper  proportioning 
of  these  agents  must  be  based  on  the  principle  of 
resistance  or  diminishing  returns. 

The  entrepreneur's  problem  is  largely  one  of  pro- 
portionality. He  must  so  apportion  productive  factors 
as  to  secure  the  best  adjustment  of  means  and  ends. 
He  must  meet  the  demands  of  the  market.  This  is  a 
problem  of  change  and  progress,  of  Uving  force  and 
movement;  therefore  the  dynamical  problem  of  sub- 
stitution is  ever  confronting  him.  There  is  the  double 
problem  in  proportionality  of  apportioning  the  pro- 
ductive factors  and  of  apportioning  the  whole  estab- 
lishment to  the  extent  of  the  market.  This,  should 
we  take  the  space  to  argue  it,  would  lead  to  the  con- 
clusion that  when  the  point  of  greatest  net  return  is 
reached  more  money  would  not  be  invested  in  the  plant. 
The  securing  and  maintaining  proportionality  is  in- 
separably connected  with  the  principle  of  siibstitution. 
In  fact  substitution  is  the  means  to  that  end.  Now 
that  diminishing  returns  is  common  to  all  productive 
agents,  the  proper  apportioning  of  these  factors  in 
productive  enterprise  must  be  based  on  this  general 
principle  of  resistance;  therefore  the  principle  of 
substitution  must  work  in  conformity  with  diminish- 
ing returns.^ 

In  the  cooperation  of  productive  factors  the  ideal 
is  to  secure  such  an  adjustment  as  will  yield  the  greatest 
net  return.  More  of  a  single  factor  than  the  ideal 
proportion  demands  is  xmnecessary  cost.  Less  of  a 
single  factor  than  a  proper  apportionment  demands 
indicates  unnecessary  cost  on  the  part  of  the  other 
factors  in  the  codperation.    Disproportionality  means 

>  See  MftnhaU  oo  tbe  relatioDBhip  of  the  minoiple  of  Mbetitution  to  diminidmic 
ntanm.    Principles,  pp.  366^3M,  435. 
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diminishing  returns,  substitutions  or  readjustments 
that  bring  about  or  approach  true  proportionality 
will  augment  returns.  Whether  long  factors  will  be 
substituted  for  short,  or  the  reverse,  is  a  question 
partly  of  anticipated  value  return  and  partly  of  the 
comparative  productive  monopoly  held  by  particular 
factors.  For  the  above  reasons  long  factors  will  not 
be  increased.  This  would  disobey  the  law  of  demand 
which  tends  to  equalize  marginal  utilities,  and  would 
be  unwise  investment.  In  a  productive  establishment 
land,  labor,  and  capital  are  coordinated  and  each 
employs  the  others,  so  to  say.  Also  various  competing 
uses  are  demanding  each  of  these  factors.  A  short 
factor  cannot  bid  strongly  enough  to  cause  an  increase 
of  factors  which  are  already  too  strong  in  the  same 
establishment.  If  it  could,  it  must  be  stronger  than 
any  competing  use,  but  this  would  involve  the  absurdity 
that  all  competing  uses  are  subject  to  still  greater 
diminishing  returns  than  itself.  In  a  purely  agricul- 
tural society  where  land,  labor,  and  capital  are  devoted 
almost  exclusively  to  agriculture,  the  range  of  sub- 
stitution is  comparatively  limited.  Alternate  demands 
are  few.  Land  in  a  particular  location  gradually 
becomes  the  short  factor  as  labor  and  capital  are  in- 
creased. The  demand  for  adjustment  increases  with 
the  growth  of  disproportionality.  Substitution  must 
be  made,  but  in  the  very  nature  of  the  case  the  long 
factors  —  labor  and  capital  —  cannot  be  adjusted 
to  the  short  factor  —  land.  Land  must  be  adjusted 
to  the  other  two.  It  is  very  evident  that  substitution 
is  made  because  of  diminishing  returns  on  a  limited 
area.  Should  we  assume  long  factors  to  be  adjusted 
to  a  short  factor,  it  is  still  true  that  the  purpose  and 
act  of  substitution  is  based  on  diminishing  returns. 
Movement  from  poor  land  to  rich  is  substitution 
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based  on  the  land-supply  concept.  Such  substitution 
confirms  diminishing  returns  on  a  limited  area.^ 

We  conclude  that  the  supply  of  the  productive 
powers  of  factors  or  their  effective  utilities  is  elastic, 
that  resistance  must  be  overcome  in  the  conversion  of 
potential  into  effective  utilities,  and  that  the  problem 
of  disproportionality  arises  out  of  differences  in  the 
degree  of  resistance  to  be  overcome  in  apportioning 
factors,  or  in  increasing  the  supply  of  short  factors. 
Substitution  by  avoiding  greatest  resistance  seeks  the 
easiest  means  of  increasing  supply.  To  advocate 
the  law  of  substitution  in  production,  except  in  cases 
of  indifference,  is  logically  to  affirm  diminishing  returns. 
The  substitution  of  new  lands  for  old,  or  the  use  of 
new  lands  rather  than  a  more  intensive  utilization  of 
old  lands,  as  population  and  capital  grow,  is  based  on 
the  law  of  diminishing  returns. 

To  attain  superior  adjustment  of  means  and  ends 
is,  consciously  or  subconscioiiriy,  the  ambition  of  all 
business  concerns.  It  is  the  aim  of  all  economies. 
This  being  true,  the  very  fact  that  land  was  the  short 
factor  in  the  England  of  1817  and  the  long  factor  in 
the  America  of  1848,  helps  us  to  account  for  these 
different  economies. 

With  the  law  of  substitution  in  mind,  of  which 
Carey  made  so  much,  I  hope  we  are  ready  to  state  the 
difference  between  Ricardo  and  Carey  on  returns.  In 
conformity  with  English  conditions  and  with  the 
thought  of  Malthus  and  especially  Sir  Edward  West, 
we  find  that  Ricardo's  concept  of  diminishing  returns, 

>  In  fact  this  law  of  subttitution  simply  pervadea  Caxey'a  whole  economy.  Power 
orer  nature  grows  with  the  substitution  of  improved  instrumentalities;  from  the  use 
of  the  padc-aaddle  to  the  railroad  car;  from  the  oanoe  to  the  steamer;  from  the  poorer 
to  the  richer  soils;  from  animal  to  vesetable  products;  from  the  vegetable  to  the 
minersl  kingdom,  —  at  every  stage  substituting  the  cheap  and  abundant  for  the  costly 
and  scarce,  thus  progress  is  exhibited  in  the  steady  advancement  from  savagism  up 
to  the  highest  attained  civilisation.  (See  Dr.  WiUiam  Elder.  A  Memoir  of  Henry  C. 
Carey,  Philadelphia,  1880.  p.  9.)    These  are  of  his  most  i 
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Ub  statement  of  it,  and  his  mathematical  expression 
of  it,  were  static,  and  were  confined  to  a  limited  area. 

In  conformity  with  rapidly  changing  conditions  in 
the  United  States,  and  with  his  own  way  of  thinking, 
Carey's  concept  of  returns  was  dynamic.  He  thought 
of  returns  over  a  long  period  of  time  and  without  limit 
as  to  area.  Taking  this  view  of  the  question  only 
false  reasoning  could  lead  him  to  any  other  conclusion 
than  that  returns  from  land  would  increase  with  the 
growth  of  skill  and  science,  of  population  and  wealth. 

Static  diminishing  returns  and  dynamic  increasing 
returns  have  little  or  nothing  in  common.  They  are 
different  species.  To  afiKrm  the  one  is  in  no  sense  to 
deny  the  other.* 

We  are  brought  to  the  interesting  question.  Did 
Carey  deny  Ricardo's  concept?  We  might  answer 
that  he  had  nothing  to  say  on  a  static  concept  of 
returns  relative  to  a  limited  area.  Seemingly  he 
misunderstood  what  it  was  that  Ricardo  taught. 
In  the  absence  of  a  specific  statement,  however,  his 
teaching,  as  we  believe,  would  rather  confirm  than  deny 
the  Ricardian  concept.  If  not,  why  did  he  think  that 
population  would  become  too  dense?  This  was  his 
opinion  in  1848  before  he  had  found  a  check  to  over- 
population. Why  did  he  look  for  the  relief  of  over- 
population in  the  harnessing  of  new  lands?  Above 
all,  the  law  of  substitution  was  a  saUent  feature  of  his 
economy.  This  law  was  so  prominent  that  Dr.  Elder 
spoke  of  it  as  a  leading  feature  of  Carey's  writings. 

In  Ricardian  usage  land,  labor,  and  capital  were  the 
productive  factors.  The  essence  of  the  problem  con- 
fronting Ricardo  was  the  disproportionality  of  these 
factors.  Land  ("  being  fixed  ")  grew  proportionately 
shorter  with  the  increase  of  labor  and  capital.    This 

1  MArahall,  op.  oit.,  p.  165. 
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18  to  eay,  it  Atmed  Himinkihing  latums.  Of  course 
retutefi  are  reckoned  relative  to  the  whole  investment, 
tho  in  Ricardo's  mind  land  was  the  particular  source 
of  increasing  costs. 

Also  the  problem  confronting  Carey  was  one  of 
disproportionality.  Briefly,  what  were  his  views? 
Population  first  settles  on  the  poor  land.  Capital 
and  labor  increase  until  land  becomes  the  short  factor. 
Meanwhile  increased  strength  enables  them  to  appro- 
priate a  more  fertile  tract.  After  a  time  this  becomes 
the  short  factor  and  so  on  until  the  most  fertile  tract 
is  reached.  Every  movement  is  based  on  the  principle 
of  diminishing  returns. 

We  conclude  that  the  views  of  these  two  famous 
economists  were  not  opposite  views  of  the  same  thing. 
Their  economics  were  upon  different  bases;  two 
different  economics  from  two  different  premises  of  fact 
and  viewpoint;  the  one  was  an  outgrowth  of  industrial 
and  social  conditions  in  the  England  of  1817;  the  other 
was  an  outgrowth  of  industrial  and  social  conditions  in 
the  America  of  1848.^  Ricardo's  diminishing  returns 
and  Carey's  land-supply  concept  are  both  essential 
to  a  true  law  of  diminishing  returns. 

The  reason  for  the  common  opinion  that  Carey 
denied  diminishing  returns  in  the  Ricardian  sense  is, 
I  believe,  that  critics  have  made  the  common  shift 
from  static  conditions  on  a  limited,  specific  area  to 
dynamic  conditions  covering  the  whole  industry  over 
a  long  period  of  time.  Taking  the  latter,  which  is  an 
entirely  different  problem,  Carey  was  right.  Looking 
either  backward  or  forward,  to  the  past  or  to  the  f uttu^, 
the  whole  industry,  in  the  historical  sense,  shows 
increasing  returns.  Other  reasons  are  that  only  effec- 
tive utiUties  compose  the  land-supply  or  the  supply 

I  GideMdIUif».HiitoindMDoetri]iM£conaiiik|UM,P«^ 
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of  any  factor.  These  compose  the  force,  the  available 
power  to  perform  the  fimctions  of  productive  factors. 
Proportionality  is  worked  out  upon  this  principle,  but 
in  all  adjustments  tending  toward  proportionality, 
the  law  of  substitution  is  assumed;  it  is  the  means 
to  that  end.  This  law,  in  turn,  is  generally  based  on 
diminishing  returns.  Therefore,  having  shown  at 
length,  that  Carey's  contention  was  for  substitution 
for  the  short  factor,  —  land,  we  have  shown  that,  in 
reality,  he  confirms  diminishing  returns,  tho  he  no- 
where specifically  mentions  that  law  in  the  sense  that 
Ricardo  used  it. 

John  Roscoe  Tuknbr. 

Cornell  Umivsbsitt. 
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THE   RELATION  BETWEEN  KINDS  OF  STA- 
TISTICAL UNITS  AND  THE  QUALITY  OF 
STATISTICAL  MATERIAL 

SUMMARY 

The  word  statistics  may  denote  either  the  method  or  the  material,  673 
—  The  character  of  the  material  depends  upon  that  of  the  unit,  674 
—  Classes  of  units,  675.  —  A.  Individual  things  the  quantity  of  which 
is  determined  by  counting:  (1)  Natural  kinds  and  events  pertaining  to 
natural  kinds;  (2)  Produced  kinds  and  produced  qualities  of  things, 
675.  —  B.  Menaurational  units  which  are  applied  to  determine  quantity 
without  regard  to  individuality:  (3)  Physical  measures  (of  length, 
capacity,  etc.);  (4)  Measures  of  pecuniary  value,  675.  —  (1)  J.  8.  Mill's 
conception  of  the  natural  kind,  675.  —  Fulness  of  meaning  follows  from 
the  definition,  676.  —  Recognizability  apart  from  definition,  677. — 
Counting  is  the  typical  method  of  determining  the  quantity  of  units  of 
the  fiLrst  order,  679.  —  (2)  Products  are  usually  defined  by  way  of 
purpose  and  fimction,  680.  —  Difficulties  of  definition,  681.  —  Careful 
attention  to  classification  required,  681.  —  (3)  A  measure  is  arbitrary 
and  is  useful  chiefly  because  standard,  682.  —  Individuality  is  ignored, 
683.  —  Desirability  of  counting  by  sise-classes,  684.  —  Measurement  is 
a  supplement  to,  not  properly  a  substitute  for,  counting,  684.  —  (4) 
The  importance  of  the  pecuniary  unit  is  due  to  its  being  the  most 
universal  of  common  denominators,  690.  —  This  involves  abstractness, 
691.  —  Lack  of  uniformity  of  accounting  practice  a  large  factor  in 
uncertainty  of  meaning,  692.  —  Economic  and  pecuniary  statistics  are 
not  identical,  696.  —  The  purpose  of  index  numbers,  696.  —  An  im- 
portant way  to  better  statistical  material  is  to  make  use  of  the  higher 
orders  of  statistical  unit,  so  far  as  possible,  supporting  in  this  way  all 
data  of  lower  order,  697.  —  The  development  of  physical  and  oper- 
ating statistics  in  support  of  financial  reports  of  corporations,  698.  — 
Physical  valuation  in  the  interest  of  the  investor,  698.  —  Cost-keeping 
a  similar  statistical  development,  700.  —  Pecuniary  statistics  especially 
need  supporting  data  of  higher  order,  702. 

The  name  statistics  denotes  both  a  method,  or 
methods,  of  utilizing  a  certain  class  of  facts  for  scientific 
or  practical  purposes,  and  also  the  facts  or  materials 
of  knowledge  that  may  be  so  utilized.    It  is  with  the 

078 
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materials  accessible  to  exploitation  by  statistical 
methods  that  this  paper  deals.  These  materials  are 
superficially  distinguished  as  being  numerical.  Is  it 
to  be  inferred  that  all  numbers  are  statistics  ?  Or,  to 
put  the  same  question  in  a  different  way,  are  they  all 
statistical  material  of  equal  grade  ? 

Statistics  combines  units  into  aggregates  and  re- 
combines  aggregates  into  totals.  For  comparison, 
the  aggregates  are  then  analyzed  and  condensed  into 
significant  averages  and  ratios.  The  quality  of  the 
product  of  these  processes  depends  upon  the  adequacy 
of  methods  employed  and  upon  the  quality  of  the  raw 
material.  The  quality  of  the  material  is  conditioned 
by  the  character  of  the  unit  and  by  the  completeness 
and  correctness  of  the  combination  of  the  imits  into 
aggregates.  In  other  words,  the  quality  of  statistical 
material  varies  with  the  adequacy  of  the  coimt  and 
with  the  character  of  the  unit  coimted. 

As  regards  the  comparative  importance  of  accuracy 
in  enumeration  and  compilation  on  the  one  hand  and 
of  the  character  of  the  imit  dealt  with,  on  the  other, 
it  is  suflKcient  here  to  afl&rm  the  equal  importance  of 
the  latter  and  let  the  following  pages  be  the  evidence. 
So  far  as  accuracy  means  exactness  as  distinguished 
from  mere  representativeness  (if  it  might  be  assumed 
that  we  could  have  the  second  without  a  good  deal  of 
attention  to  the  first)  the  superior  importance  of  the 
character  of  the  statistical  imit,  tho  so  little  noticed, 
should  be  evident  to  those  having  acquaintance  with 
the  actual  processes  of  statistical  ciunulation. 

The  uses  to  which  numerical  data  may  be  put  de- 
pend upon  the  kind  of  unit  more  fundamentally  than 
upon  anything  else.  The  quaUty  of  a  product  is 
always  conditioned  or  limited  by  its  ingredients.  It 
is,  of  course,  fundamental  to  know  what  the  unit 
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employed  meanS;  that  is,  its  denotation  and  connota- 
tion must  be  cleari  But  when  all  requirements  of 
definition  and  conception  are  met,  the  unit  may  still 
be  good  or  bad,  and  consequently,  the  niunbers  obtained 
more  or  less  amenable  to  statistical  use.  It  is  an 
incident  of  this  distinction  that  some  divisions  of 
statistics,  in  their  existing  state,  must  be  given  lower 
scientific  rank  than  others. 

The  scheme  of  classifying  statistical  units  here 
proposed  is  as  follows:  — 

A.  Indivictudl  things  the  quantity  of  which  is  deter- 
mined by  counting. 

1.  Natiu*al  kinds  and  events  relating  to  natural 

kinds. 

2.  Produced    kinds    and    produced    qualities    of 

things. 

B.  MensuratUmal  units  which  are  applied  to  deter- 
mine quantity  without  regard  to  individuaUty. 

3.  Physical  measures  (of  length,  capacity,  etc.). 

4.  Measures  of  pecuniary  value. 

These  classes  of  units  are  arranged  in  the  descending 
order  of  their  statistical  quality.  In  this  order  we 
shall  discuss  them. 

The  Natural  Kind 

The  conception  of  a  distinction  of  kinds  as  developed 
by  J.  S.  Mill  in  his  Logic  (book  I,  chap,  vii,  §  4)  is  as 
follows:  — 

There  are  some  classes,  the  things  contained  in  which  differ  from 
other  things  only  in  certain  particulars  which  may  be  numbered, 
while  others  differ  in  more  than  can  be  numbered,  more  even  than 
we  need  ever  expect  to  know.  Some  classes  have  little  or  nothing 
in  common  to  characterise  them  by,  except  precisely  what  is  con- 
noted by  the  name:  white  things,  for  example,  are  not  distinguished 
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by  any  commoii  properties  except  whiteness;  or  if  they  are,  it  is 
only  by  such  as  are  in  some  way  dependent  on,  or  connected  with, 
whiteness.  But  a  hundred  generations  have  not  exhausted  the 
common  properties  of  animals  or  of  plants,  of  sulphur  or  of 
phosphorus.  ...  If  any  one  even  chooses  to  say  that  the  one 
clas^cation  is  made  by  nature,  the  other  by  us  for  our  con- 
venience, he  will  be  right;  provided  he  means  no  more  than  this: 
Where  a  certain  apparent  difference  between  things  (tho  perhaps 
in  itself  of  little  moment)  answers  to  we  know  not  what  number 
of  other  differences,  pervading  not  only  their  known  properties,  but 
properties  yet  undiscovered,  it  is  not  optional  but  imperative  to 
recognize  this  difference  as  the  foundation  of  a  specific  distinction. 

Demography,  or  population  statistics,  has  for  its 
principal  unit  the  human  individual,  and  human  indi- 
viduals constitute  a  natural  kind.  Other  examples  of 
natural  kinds  in  statistics  are  the  various  raw  products 
of  the  animal  and  vegetable  world,  the  numbers  of 
which  are  usually  obtained  by  counting  discrete  units. 

It  is  evident  that  where  the  statistical  unit  is  a 
natural  kind  it  is  superior  in  respect  of  both  definite- 
ness  and  fulness  of  meaning  to  any  that  requires  an 
artificial  distinction,  however  well  thought  out.  It  fol- 
lows that,  other  things  equal,  the  highest  grade  of  sta- 
tistics is  composed  of  numbers  relating  to  natural  kinds. 
Tho  the  best  examples  are  the  orders,  species,  etc.,  of 
animals  and  plants,  any  natural  and  therefore  more  or 
less  genealogical  method  of  distinguishing  objects 
would  give  classes  of  the  same  character.  ''  Sticks 
and  stones,"  as  well  as  animals  and  plants,  might  be 
divided  into  natural  kinds,  tho  probably  differences 
of  behavior  are  so  helpful  in  classification  that  immanu- 
factured  inanimate  objects  would  not  so  readily  lend 
themselves  to  the  differentiation  of  kinds  as  do  Uving 
things.  But  a  genealogy  of  atoms  and  molecules 
and  even  of  their  associations  and  mixtures  is  con- 
ceivable; and  it  could  not  fail  to  show  natural  differ- 
ences of  kind. 
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Natural  classification  is  the  opposite  of  mathematical. 
A  mathematical  classification  might  be  arrived  at  by 
a  development  of  the  permutations  and  combinations 
of  specified  qualities  which  would  make  of  each  com- 
bioation  a  species.  In  a  natural  classification,  defini- 
tion does  not  depend  on  a  single  point  but  oftener 
upon  a  combination  of  characters,  some  of  which  may 
be  absent.  To  classify  plants  merely  according  to 
the  number  of  pistils  and  stamens  is  in  this  sense 
''mathematical."  Defining  by  reference  to  a  single 
point  and  hinging  classification  on  such  definition  is 
a  thing  to  guard  against.  Distinctiveness,  in  the  sense 
of  recognizability,  is  not  to  be  attained  that  way,  any 
more  than  is  a  workable  classification.  Statisticians 
sometimes  fail  to  difltinguish  between  clearness  of 
discrimination  —  which  is  best  tested  by  promptness 
of  recognition  —  and  sharpness  of  defimtion. 

A  very  great  advantage  of  the  natural  kind  as  a 
unit  consists  in  its  ordinarily  being  recognizable  without 
the  aid  of  defiboition.  It  is  not  necessary  for  the 
enumerator  to  exercise  great  discrimination  in  deter- 
mining whether  an  animal  is  a  horse  or  a  cow.  This 
is  not  the  same  as  saying  that  there  will  be  no  doubtful 
cases  in  the  discrimination  of  natural  kinds,  cases 
where  the  use  of  carefully  devised  definition  must  be 
resorted  to.  But  the  discrimination  of  the  natural 
kind  does  not  ordinarily  depend  upon  them,  while  in 
the  case  of  an  arbitrary  or  ''  mathematical "  classifi- 
cation it  is  likely  to. 

Statistics  relating  to  sex  and  race  deal  with  differ- 
ences of  kind.  This  fact  adds  greatly  to  the  signifi- 
cance of  the  results  of  a  coimt,  even  where,  as  in  the 
case  of  races,  mixtures  are  of  frequent  occurrence  and 
definition,  therefore,  not  easy.  The  different  species 
of  domestic  animals  are  also  natural  kinds.    Ox-hides 
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Bare,  consequently,  a  natural  kind,  but  shoes  are  not. 
A  census  of  farm  animals  gives  reliable  results  strictly 
in  proportion  to  the  care  with  which  the  enumeration 
is  made,  while  a  census  of  occupations  or  of  manufac- 
turing establishments  may  give  somewhat  uncertain 
and  disputed  results  despite  the  greatest  care  and 
conscientiousness. 

Variation  in  the  size  of  imits  may  be  urged  as  an 
objection  to  the  adequacy  of  counting  as  a  means  of 
determining  quantity.  In  the  case  of  a  natural  kind 
such  variation  is  easily  disposed  of.  It  is  ordinarily 
quite  regularly  distributed  about  a  mean.  If  it  be 
desirable  to  gage  the  character  and  range  of  such 
variation,  the  problem  is  one  with  which  the  statistical 
method  is  especially  competent  to  deal.  This  is  the 
nature  of  most  statistical  biology. 

Variations  in  size  may  be  studied  as  a  means  to  the 
further  and  fuller  characterization  of  the  kind.  Count- 
ing by  size  classes  and  sub-classes  may  be  a  sufficient 
substitute  for  detailed  measures.  Coefficients  of 
variation  for  such  variations  as  are  of  fairly  constant 
character  may  thus  be  determined.  When  the  varia- 
tion, both  quantitative  and  qualitative,  about  the 
mean  is  found  to  be  very  nearly  constant,  once  these 
coefficients  are  determined,  totals  may  convey  all  the 
information  that  it  is  necessary  to  obtain  by  actual 
count,  the  rest  being  easily  estimated.  It  would  sel- 
dom be  necessary  to  specify  the  quantity  of  the  sizes 
of  grains  in  a  bushel  of  wheat,  or  of  fish  in  a  catch,  or 
of  range  cattle  in  a  herd. 

Natural  kinds  may  imdergo  secular  or  evolutionary 
change.  Cattle  have  increased  greatly  in  weight  in 
the  past  few  centuries.  This  is  an  important  statistical 
element  which  might  seriously  affect  a  comparison. 
But  the  presence  of  such  a  change  is  easily  ascertained. 
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To  make  proper  allowance  for  its  influence  is  not 
diflScult.  Secular  change  in  the  character  of  the 
statistical  unit  is  one  of  the  least  troublesome  phases 
of  definiteness. 

Coimting  is  the  usual  method  of  obtaining  statistics 
of  natural  kinds.  Measuring,  tho  sometimes  a  practical 
convenience,  is  never  a  logical  necessity.  Coimting 
will  tell  more  than  mere  measuring. 

Differences  in  the  degree  of  some  quality  of  a  natural 
kind  partake  of  the  statistical  character  of  the  unit 
to  which  they  pertain.  Age  is  an  example.  That  it 
is  measured  in  terms  of  astronomical  periods  is  logi- 
cally an  accident.  Ages  represent  differences  in  the 
degree  or  stage  of  development  of  a  group  of  natural 
qualities,  called,  according  to  the  varying  stages, 
youth,  maturity,  senility,  etc. 

Births  and  deaths  are  events  relating  to  natural 
kinds  and  they  have  a  corresponding  statistical  stand- 
ing. Thus  vital  statistics  in  general  have  a  unit  of 
the  first  order.  But  the  status  of  a  marriage  is  some- 
what different.  At  least  as  legally  defined,  it  is  as 
much  artificial  as  natural. 

To  summarize  the  conclusions  drawn  from  the  fore- 
going: Statistics  of  natural  kinds  are  superior  to 
such  as  are  based  upon  some  other  sort  of  unit,  both 
negatively  and  positively.  Misunderstandings  of  the 
informant,  of  the  enumerator,  and  of  the  compiler 
should  be  at  a  minimum  in  the  case  of  such  a  imit. 
Instruction  in  niceties  of  definition  is  seldom  necessary. 
And  this  ready  recognizability  is  no  accident;  it 
results  from  the  nature  of  things.  Positively,  also, 
such  statistics  have  fuller  meaning  and  may  at  any 
time  develop  an  unexpected  significance.  A  division 
into  natural  kinds  is  more  concrete  than  one  requiring 
abstract  definition.    Relations  with  other  objects  are 
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clearest  where  the  terms  are  ordmarily  concrete  or 
discrete  kinds.  Much  may  be  made  of  statistics  of 
natural  kinds  even  where  there  has  been  no  careful 
attention  to  classification. 


Products  as  Statistical  Units 

In  calling  the  second  order  of  statistical  units  ^'  pro- 
duced" objects  we  bring  in  the  idea  of  economic 
production.  Economic  goods  are  the  result  of  modi- 
fications of  natural  materials  for  human  uses  and 
purposes.  The  materials  may  still  have  the  properties 
of  natural  kinds.  But  the  statistics  of  such  things 
will  relate  primarily  to  the  distinctly  produced  qualities. 
Classes  of  these  are  not  fixed  and  objectively  definite. 
The  purpose  and  function  of  the  same  article  may 
vary,  and  physically  different  goods  may,  on  the  other 
hand,  be  made  to  serve  the  same  purpose.  A  door 
is  not  a  door  when  it  has  been  converted  into  a  table 
top.  But  it  is  not  so  easy  to  say  when  a  street  car 
ceases  by  reason  of  decrepitude  to  be  a  car.  Com  is 
not  fodder  when  it  becomes  fuel.  If  a  chair  is  some- 
thing to  sit  in,  what  is  a  stepladder  chair  ?  Personal 
idiosyncrasy  as  well  as  human  reason  may  be  a  factor 
in  such  classifications. 

The  foregoing  illustrations  suggest  the  fundamental 
difference  between  units  of  the  first  order  and  those  of 
the  second  order.  Among  the  latter,  definition  and 
classification  hinge  mainly  upon  function.  Natural 
kinds  are  defined  otherwise.  It  is  significant  that 
the  biologist  finds  functional  characters  of  little  or  no 
use  for  the  purpose  of  classification. 

Manufactiured  commodities  and  instruments  and 
the  produced  qualities  of  natural  and  other  objects 
comprehend  virtually  the  whole  of  the  second  ordw 
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of  units.  The  drawing  of  the  line  between  such  objects 
and  natural  kinds  is  not  always  so  easy  as  might  appear, 
but  that  need  not  detain  us. 

With  this  sort  of  unit  diflSculties  of  definition  do 
not,  as  with  natural  kinds,  amount  to  less  in  practice 
than  in  theory.  An  important  group  of  such  diffi- 
culties consists  of  those  resulting  from  a  compound 
purpose  —  the  case  of  a  tool  that  will  do  several  things 
equally  well,  or  a  wage-earner  who  has  two  occupa- 
tions. Difficulties  of  definition  are  familiar  in  relation 
to  numbers  employed  by  a  particular  concern  or  in  a 
particular  occupation.  CompUcations  due  to  time 
lost,  part-time  employees,  and  subsidiary  occupations, 
are  ghosts  that  refuse  to  be  laid.  Apparatus  in  use 
or  available  wOl  be  returned  variously  until  the  use 
and  the  degree  of  need  of  reserves  for  repairs  and 
emergencies  becomes  more  nearly  determinate.  It 
is  not  an  accident  that  these  examples,  tho  there  was 
no  such  intention,  come  from  industrial  statistics. 
Here  much  more  depends  upon  good  classification,  or 
rather  upon  careful  attention  to  classification  and 
definition,  than  is  the  case  in  dealing  with  natural 
kinds. 

Freight  and  passenger  cars  of  the  railways  are  char- 
acteristic made  kinds,  with  a  good  deal  of  recogniza- 
bility,  but  sometimes  also  occasioning  much  perplexity 
in  border  cases.  How  shall  cabooses,  how  combina- 
tion express  and  mail  cars  be  classified  ?  One  street 
railway  has  been  known  to  return  the  little-used 
private  car  of  its  president  as  a  freight  car.  Difficulties 
are  sure  to  arise  where  classification  depends  ultimately 
upon  purpose,  even  tho  incidental  details  of  phjrsical 
construction  ordinarily  help  —  perhaps  in  the  end  only 
to  increase  the  doubts  and  difficulties  when  they  do 
arise.    It  is  the  piupose  of  the  maker  and  of  the  user 
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not  the  observer's  notion  of  what  is  suitable,  that  is 
referred  to,  hence  the  criterion  is  comparatively  objec- 
tive. To  define  by  the  purpose  of  the  maker  is  one 
way  to  make  the  required  definitions  clear  and  easily 
appUed.  This  should  be  done,  even  at  the  cost  of  some 
degree  of  arbitrariness. 

Produced  quahties  as  well  as  produced  objects  have 
the  characteristics  of  this  second  sort  of  unit.  Social 
status  in  general,  for  example  conjugal  condition, 
probably  belongs  here.  Occupations,  and  with  them 
statistics  of  wages,  clearly  belong  here.  Wages  really 
describe  a  produced  quaUty  of  the  person  in  the  occu- 
pation, or  the  degree  of  such  a  quality.  Hence  wage 
statistics  are  not  to  be  classed  under  the  value  imit, 
where  they  appear  to  belong.  They  are  attached  to 
a  definite  object,  a  human  being,  and  afford  knowledge 
of  a  certain  produced  quality. 

It  is  probable  that,  as  time  goes  on,  this  kind  of 
statistical  imit  will  tend  to  improve  in  character,  quite 
apart  from  any  statistical  interest  in  such  improvement. 
The  modem  tendency  towards  standardization  of 
instruments  and  products  is  of  increasing  importance 
as  markets  become  larger  and  productive  processes 
more  complex.  Staple  and  standardized  commodities 
are  better  suited  to  such  conditions.  Commercial 
variations  in  a  given  commodity  that  are  not  dishonest 
will  tend  to  be  fewer  because  the  consumer  will  feel 
himself  less  able  to  cope  with  complexities.  Statisti- 
cians and  administrative  officers  will  doubtless  discover 
and  apply  means  of  preventing  dishonest  variations 
in  commercial  units.  It  does  not  so  much  matter 
what  the  unit  is,  provided  it  be  fairly  constant.  That 
matters  more  and  more,  in  practical  ways  as  well  as 
scientifically. 

There  are  units  which  are  intermediate  in  character 
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between  the  first  and  second  orders.  Such  is  appar- 
ently the  family.  In  itself  natural  —  at  least  there 
is  a  natural  family  —  so  many  of  its  functions  and 
traits  are  artificial  or  economic  that  the  United  States 
Census,  perforce,  defines  it  artificially.  Yet  inferences 
as  r^ards  the  natiu'al  family  derived  from  such  sta- 
tistics are  not  entirely  bad. 

The  city  also,  so  far  as  it  is  a  statistical  unit,  has  a 
similar  intermediate  character.  Inequality  of  size 
would  not  be  an  objection  to  its  use,  tho  any  exploita- 
tion of  such  figures  could  scarcely  fail  to  take  account 
of  this.  If  a  fully  natural  kind,  its  definition  would 
not,  of  course,  hinge  upon  corporate  geographical 
boundaries.  But  cities  are  rather  too  few  in  number 
for  the  "  trees "  to  lose  their  individuality  in  the 
"  forest,"  hence  there  is  less  need  of,  and  less  oppor- 
timity  for,  aggr^ate  or  statistical  treatment  of  the 
city  as  such. 

The  business  corporation  is  l^ally  and  in  some 
other  respects  analogous  to  the  city.  Here  there  is 
certainly  a  "  forest."  There  is  no  reason  why  we 
should  not  have  true  statistics  of  corporations.  The 
unit  is  not  perfect.  It  is  in  the  main  a  produced  unit, 
and  the  size  and  internal  organization  of  corporations 
vary  greatly.  It  is  not  entirely  a  produced  unit, 
however,  since  it  is  a  group  of  persons  and  has  most 
of  the  qualities  of  the  individuals  who  compose  and 
direct  it. 

Whether  nationality  is  a  produced  quality  or  a  phase 
of  a  natural  difference  in  kind  may  be  doubted.  It 
is  a  border  case.  A  Frenchman  may  be  of  Teutonic 
stock,  but  he  is  French  if  his  language,  culture,  and 
traditional  sympathies  are  French.  The  characteristic 
element  in  statistics  of  immigration  is  usually  nation- 
ality, hence  such  statistics  are  more  of  the  second  order 
than  of  any  other. 
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Statistics  of  manufactured  objects  are  gathered 
mainly  by  means  of  enumeration  and  their  class  or 
descriptive  name  will  ordinarily  tell  much  about 
them.  But  it  will  not  always  tell  enough,  even  where 
much  discrimination  is  exercised  in  determining  what 
is  to  be  counted  and  even  when,  also,  the  classes  of 
objects  are  subdivided  in  the  count.  Hence  a  specially 
significant  imit,  one  that  is  indirectly  a  imit  of  capacity, 
may  sometimes  be  employed  as  a  basis  for  addition 
and  comparison.  Thus  statistics  of  cotton-spinning 
manufacture  take  as  their  imit  the  spindle.  In  some 
cases  odd  units  may  be  reduced  to  a  common  denomi- 
nator, as  in  the  case  of  the  standard  500  pound  bale 
of  cotton-gioning  statistics. 

Sometimes  counting  produced  objects  quite  fails 
of  its  purpose  and  resort  is  had  to  measurement. 
Hence  statistics  of  capacity  in  combination  with 
number,  examples  being  the  tonnage  of  ships,  the  capac- 
ity of  grain  elevators  and  of  engines  for  power  pro- 
duction. This  case  is  transitional  to  the  next  class 
of  statistics,  where  the  imit  is  primarily  a  measure  of 
size  or  capacity  instead  of  a  concrete  object.  Counting 
by  size-classes  or  grades,  however,  may  sometimes  be 
preferable  to  measurement. 


Physical  Measurement  Units 

Physical  measurement  imits  compose  the  third 
kind  of  statistical  unit,  fixamples  of  physical  measure- 
ment imits  are  the  ordinary  measures  of  length,  of 
cubical  capacity,  and  of  weight,  and  measures  of 
energy  Uke  the  horse  power  and  the  kilowatt  hour. 

The  size  of  such  a  unit  is  the  result  of  accident  and 
convention.  The  length  of  the  foot  of  some  king  is 
as  good  as  a  decimal   fraction  of  the  miscalculated 
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circumference  of  the  earth.  The  horse  power  may  as 
well  have  a  merely  arbitrary  as  any  other  relation  to 
the  power  of  an  average  horse.  There  is  no  particular 
reason  why  the  yard  or  the  pound  should  count  for 
one,  except  convention  and  convenience.  There  should 
be  some  common  and  familiar  standard.  What  it 
is,  signifies  little.  Similarly  it  is  necessary  to  have  a 
rule  of  the  road,  but  whether  it  says  that  one  shall 
tiun  to  the  right  or  to  the  left  does  not  matter.  That 
the  imit  be  accepted  as  standard  is  all  that  is  necessary. 
There  is  a  marked  contrast  between  this  situation  and 
the  way  in  which  the  statistical  imit  is  determined 
for  a  natural  kind.  There  we  find  nothing  arbitrary 
or  conventional. 

But,  tho  the  fact  that  units  are  merely  conventional 
does  not  matter,  there  should  be  no  variability  or 
ambiguity  in  the  convention.  Our  abominable  Eng- 
lish weights  and  measures  include  several  different 
kinds  of  pounds,  tons,  quarts.  Quantities  reported 
in  tons  are  only  presumptively  known  unless  the  imit 
is  described  every  time  it  is  given.  The  most  definite 
schedules  are  likely  to  be  filled  carelessly. 

Engineers  have  been  too  ready  to  accept  a  situation 
as  regards  their  peculiar  technical  terms  which  is  not 
much  better.  Statistics  of  rated  capacity  of  power 
equipment  suffer  considerably  from  lack  of  standard- 
ization. But  the  engineering  societies  are  now  attend- 
ing to  such  matters.  Mention  may  be  made  especially 
of  the  American  Institute  of  Electrical  Engineers. 
The  work  of  the  National  Biu*eau  of  Standards  insures 
steady  improvement  in  metrology  generally. 

The  very  fact  that  the  imit  is  a  measure  more  or 
less  arbitrarily  airived  at,  and  incidentally  become 
customary  or  standard,  suggests  its  limitations.  Meas- 
uring ignores  individuality  and  disr^ards  all  but  one 
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of  the  qualities  of  the  objects  measured.  In  statistics 
of  the  third  order  we  no  longer  count  the  members  of  a 
kind  and  in  naming  also  describe  them.  The  signif- 
icant relations  of  a  measurement  unit  to  things  in 
general  must,  of  necessity,  be  narrow  because  unilateral. 
They  take  account  of  only  one  thing  at  a  time.  A 
particular  steam  engine  has  a  determinate  relation 
to  the  men  who  run  it  and  to  the  machines  for  which 
it  furnishes  power,  but  "  ten  horse  power "  has  no 
such  relation  to  other  things.  It  tells  something  about 
an  engine,  but  does  not  mean  the  same  for  a  ten  horse 
power  engine  as  for  one  of  a  hundred  horse  power. 
It  is  more  important  to  know  the  number  of  engines 
and  their  size  (by  classes)  than  their  aggr^ate  power. 
But  we  sometimes  have  to  be  content  with  horse  power 
alone. 

Measurements  always  involve  abstraction.  A  meas- 
urement gives  length,  or  cubical  contents,  or  specific 
gravity,  any  one  of  which  abstracts  from  all  but  a 
single  quality  or  relation.  Diverse  measurements 
may  give  several  such  facts  about  a  series  of  objects, 
but  the  results  are  still  abstract.  If  we  are  to  learn 
about  the  real  concrete  things  it  must  be  by  way  of 
supplementary  or  collateral  information,  not  always 
statistical  in  character.  Capacity  may  be  measured, 
disregarding  shape;  weight,  disr^arding  material; 
the  figures  thus  limit  themselves.  The  counting  of 
discrete  natural  objects,  on  the  other  hand,  gives  nu- 
merical knowledge  which  can  be  supplemented  to  any 
desired  extent  by  reference  to  natural  qualities. 

When  objects  are  both  measured  and  counted,  which 
is  to  be  r^arded  as  the  primary  datum?  On  the  whole 
the  counted  object  should  be  primary  because  of  its 
superior  character  as  a  imit,  tho  the  greater  importance 
of  the  measurement  imit  may  sometimes  outweigh 
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this  consideration.  It  is  well,  whenever  possible,  to 
have  both  sorts  of  quantity  and  also  to  have  the  two 
clearly  related,  i.  e.,  the  numbers  by  sizes  or  by  size- 
classes. 

Sometimes  what  appears  to  be  measurement  is  in 
effect  only  a  quicker  way  of  counting.  It  may  be 
more  convenient  to  determine  the  number  of  new  coins 
in  a  package  by  weight  than  by  tale.  But  the  result 
is  not  less  a  number  of  coins.  Commodities  are  often 
weighed  merely  because  this  is  the  best  way  to  airive 
at  their  amount.  Bushels  are  used  to  measure  gram. 
The  object  so  measured  is  a  natural  kind  composed 
of  individual  things.  Relations  to  other  things,  for 
example  to  nutritive  value  and  tastiness,  are  not  at 
all  left  out  of  account.  In  these  cases  measures  are 
not  resorted  to  because  of  diversity  of  type  and  of 
size  among  the  objects,  as  in  the  case  of  produced 
articles  such  as  generating  engines.  Natural  kinds 
seldom  require  this,  even  where  we  are  directly  in- 
terested in  their  size,  for  they  vary  regularly  about  a 
representative  mean.  But  the  size  of  some  marketable 
products  is  so  largely  produced  that  it  has  almost 
ceased  to  be  a  natural  property  of  the  kind;  hence, 
there  is  a  tendency  to  determine  quantities  of  such 
things  by  weight,  even  when  the  article  is  sold  in  its 
natural  state.  If  it  is  becoming  true,  however,  that 
eggs  should  be  sold  by  weight  instead  of  by  count, 
this  is  chiefly  because  of  the  work  of  the  breeder  in 
developing  marked  varieties  of  the  domestic  fowl. 
The  size  of  the  egg  is  coming  to  depend  on  the  breeder's 
art. 

Measurement  aggregates  may  consist  of  one  continu- 
ous quantity  or  a  homogeneous  mass,  or  they  may 
relate  to  a  miscellaneous  lot  of  individual  things  which 
are  varying  multiples  of  the  measurement  unit.    The 
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latter  case  seems  to  be  the  more  frequent  in  statistics, 
perhaps  because  the  more  evolved  and  individualiMd 
things,  whether  made  such  by  nature  or  by  man,  that 
is  whether  biological  species  or  manufactiu'ed  articles, 
are  of  more  interest  to  us.  But  it  is  probably  with 
the  former  class  of  materials  that  measurement  begins, 
later  extending  to  objects  that  might  also  be  counted. 
The  homogeneous  material  may,  of  course,  be  a 
natural  kind,  but  not  of  the  most  interesting  order. 
So  far  as  it  is  such,  a  measiu^  amount  of  it,  of  water 
or  sand,  for  example,  may  have  some  of  the  advantages 
.  of  the  first  order  of  unit  —  some  only,  however,  be- 
cause such  unintegrated  matter  too  readily  mixes 
and  mingles  with  other  things. 

Accuracy  of  measurement  deserves  notice  in  this 
connection  by  way  of  distinction  from  accuracy  of 
counting,  and  also  for  comparison  with  it.  The 
definition  of  the  measurement  imit  offers  practically 
no  diflSiculties.  The  number  of  imits  to  be  recorded 
usually  involves  some  mathematical  computation  upon 
the  basis  of  comparison  with  a  standard  measure,  or 
it  may  be  obtained  by  estimation  upon  a  more  or  less 
objective  basis.  There  is  not  so  much  difference 
between  measuring  and  objectively  estimating  quan* 
titles  as  one  might  easily  assume.  The  view  of  an 
expert  with  the  time  and  facilities  for  applsdng  objective 
tests  to  check  his  results  is  worth  much  more  here 
than  it  is  in  the  field  of  coimted  imits.  The  method 
of  sampling  can,  in  this  case,  if  intelligently  used,  be 
adequate  for  most  statistical  piuposes.  The  way  in 
which  several  measurements  are  employed  to  check 
each  other  by  the  physicist  and  mathematician  and 
are  assumed  to  be  inevitably  more  or  less  approximate, 
illustrates  the  necessary  inexactness  of  human  measure- 
ment and  also  suggests  that ''  mathematical  exactness  " 
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may  often  be  practically  unimportant  as  well  as  un- 
attainable. If  we  dealt  with  the  objectively  checked 
estimates  of  impartial  experts  as  the  mathematical 
physicist  deals  with  quantitative  observations,  we 
might  find  them  very  nearly  as  good  for  most  of  the 
piirposes  of  statistics  as  ''  exact  "  measurements. 

It  sometimes  happens  that  the  reduction  of  odd 
articles  to  a  conomon  measurement  standard  is  de- 
sirable. Provided  the  material  contained  is  homo- 
geneous, little  is  lost.  But  caution  in  the  use  of  this 
short-cut  is  imperative.  The  day's  work,  for  example, 
is  not  merely  so  many  hours  of  work.  A  16-hour  day 
is  by  no  means  equal  to  two  8-hour  days;  nor  is  a 
48-hours-a-week  schedule  the  same  regardless  of 
how  or  when  the  time  is  put  in.  Sometimes  adminis- 
trative regard  for  facility  of  enumeration  may  cause 
a  too  easy  acceptance  of  the  measurement  unit  in  such 
cases,  when  varieties  and  their  relative  importance 
are  quite  as  interesting  as  totals  and  averages. 

Some  statistical  units  in  common  use  are  compound. 
This  is  especially  true  of  imits  of  physical  capacity 
and  performance,  that  is,  of  such  as  have  the  charac- 
teristics of  our  third  class.  Such  a  imit  usually  takes 
up  whatever  disadvanti^es  pertain  to  both  its  terms. 
The  foot-pound  is  only  apparently  such;  its  compound 
name  resulting  from  the  attempt  to  make  concrete  an 
abstract  conception.  Foot-pounds  per  hour  is  truly 
compound;  hence  horse  power  is  compound.  The  car- 
mile  and  car-hour  are  compound.  The  vagueness  that 
attaches  to  these  units  follows  from  the  character  of 
the  basic  imit,  which  is  of  the  second  class.  It  is  im- 
portant to  know  the  size  of  the  car  and  whether  trailers 
are  used.  But  the  grade  and  curvature  of  the  road  also 
affect  the  significance  of  such  a  unit.  If  the  idea  is  to 
measure  the  potential  service  p«*f ormed  by  a  passeng^ 
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car,  the  seat  mile  is  more  to  the  purpose.  One  term 
of  this  unit  is  of  the  first  order.  The  ton-mile  unit 
is  of  the  third  order  as  regards  both  its  terms.  But 
data  for  ton  mileage  and  seat  mileage  do  not  make  it 
possible  to  dispense  with  car  mileage. 

Comparability  is  the  fundamental  desideratimi  of 
statistical  data.  There  is  no  difficulty  about  it  with 
natural  kinds.  There  is  a  good  deal  with  produced 
objects.  The  difficulty  is  apparently  met  by  the  use 
of  measurement  units,  but  the  solution  is  often  apparent 
only.  The  additive  quality  is  secured,  but  perhaps 
at  the  cost  of  losing  trace  of  important  relations  to 
other  things.  Hence  measurement  as  a  means  of 
obtaining  a  total  aggregate  amoimt  is  to  be  considered 
a  supplement  to,  not  a  substitute  for,  coimting,  when- 
ever the  quantities  dealt  with  are  composed  of  discrete 
natural  objects. 

The  Pecuniary  Unit 

The  fourth  order  of  statistical  imit  is  the  unit  of 
commercial  value.  It  is  possible  that  some  other 
than  the  monetary  measure  might  be  found  that  could 
serve  as  a  basis  for  value  statistics.  In  fact,  however, 
the  only  sort  of  unit  we  use  is  something  reducible  to 
the  dollar.  Whether  any  and  all  statistics  of  this 
fourth  class  should  be  called  financial,  or  financial 
and  commercial,  as  seems  to  be  the  tendency,  is  ques- 
tionable. But  financial  statistics  are  representative 
of  the  class. 

One  reason  why  the  pecuniary  unit  bulks  so  large 
in  common  statistics,  including  business  statistics,  is 
because  it  is  the  most  imiversal  of  common  denomi- 
nators. There  is  not  much  of  practical  interest  in 
the  world  that  does  not,  at  least  occasionally,  have  a 
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pecuniary  value  assigned  to  it.  Nor  is  the  tendency 
to  attribute  to  all  thing?  a  pecuniary  value  so  repre- 
hensible as  is  often  alleged.  The  error^  which  is  a 
moral  as  well  as  intellectual  error,  consists  not  in  the 
extended  application  of  the  pecuniary  measure,  but 
in  supposuig  that  it  has  an  intensiveness,  comprehen- 
siveness and  independence  of  meaning  which  is  foreign 
to  its  nature.  Just  because  of  the  general  appUca- 
bility  of  the  dollar  as  a  common  denominator,  its 
definable  content  and  meaning  must  be  small.  All 
measurement  units  suffer  by  reason  of  their  abstract- 
ness.  The  most  universal  of  common  denominators, 
despite  its  fundamental  interest  for  every  human 
being  living  in  an  exchange  economy,  will  naturally 
suffer  most  in  this  way. 

In  citing  examples  of  the  fourth  order  of  statistics 
we  can  hardly  refrain  from  commenting  on  their  quality. 
Statistical  inferiority  is  characteristic  of  numerical 
data  based  upon  the  pecuniary  unit.  A  review  of 
examples  of  such  statistics  becomes  a  process  of  learn- 
ing why  this  is  so.  Hence  this  judgment  may  as  well 
be  put  at  the  front  of  this  section.  It  applies  with 
full  force,  however,  only  when  the  pecuniary  unit  is 
used  by  itself  and  as  standing  on  its  own  bottom. 

Financial  reports  are  the  sources  of  most  pecuniary 
statistics.  Our  statistics  of  railways,  in  the  main 
pecuniary,  are  among  the  best  examples  of  the  class. 
An  authoritatively  prescribed  uniform  system  of 
accounts  will  make  them  vastly  better  than  they  were 
before.  Statistics  of  assessed  valuation  and  of  taxation 
are  a  less  developed  variety  of  the  fourth  order.  But, 
if  we  wish  to  prove  that  we  are  economicaUy  better  off 
than  were  our  forefathers  a  hundred  years  ago,  it 
would  be  sounder  to  argue  less  from  the  increase  in 
per  capita  wealth  than  from  the  application  of  inven- 
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tion  to  promote  abundance  and  variety  of  goods. 
Statistics  of  export  and  import  trade  are  almost  alto- 
gether pecuniary  as  to  their  unit,  largely  because  of  a 
possibly  too  great  regard  for  administrative  conven- 
ience. Hence  it  is  not  easy  to  determine  just  what 
is  the  status  and  recent  tendency  of  British  trade  or 
just  what  our  own  trade  balance  signifies.  Aside  from 
disturbing  factors  peculiar  to  international  trade,  the 
level  of  prices  changes  with  time  and  place  and  with 
it  the  meaning  of  the  pecimiary  imit.  Finally,  our 
statistics  of  capital  and  capitalization  are  most  com- 
pletely pecuniary.  Despite  great  practical  interest 
in  them,  all  such  data  are,  as  compared  with  demo- 
graphic statistics,  scientifically  barren.  The  almost 
exclusively  practical  interest  of  their  compilation  is 
no  suflBicient  explanation.  On  the  contrary,  this 
should  provide  richer  and  better  material  for  analysis 
by  the  scientificaUy  disposed. 

One  reason  why  pecuniary  statistics  are  so  generally 
unreliable  as  to  their  comparability,  and  therefore  as  to 
their  significance,  is  because  they  are  usually  derived 
from  books  of  account.  Accounting  theories  and 
practices  are  anything  but  uniform  as  regards  their 
treatment  of  particular  items.  Indeed,  less  elasticity 
of  method  and  usage  would  often  serve  less  well  the 
purposes  of  business  men.  Accountants,  for  their 
lack  of  breadth  of  view,  deserve  part  of  the  blame.  But 
the  public  interest  in  the  intelligibiUty  of  financial 
statements  is  gradually  establishing  authorities  to 
prescribe  and  compel  uniformity  in  such  matters. 
Until  uniform  systems  of  accounts  have  been  in  effect 
long  enough  to  insure  their  smooth  and  accurate 
working,  our  financial  compilations  will  fall  much 
short  of  being  entitled  to  the  standing  that  should  be 
connoted  by  the  name  statistics*    Accountii^  entries 
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ou^t  to  have  constant  significance  and  comparability. 
The  mere  accountant  has  been  too  much  inchned  to 
make  his  own  financial  balances  the  ne  phis  vUra  of 
his  work. 

The  investor  is  likely  to  form  his  opinion  of  a  stock 
on  the  basis  of  what  it  pays  in  dividends.  But  if  he 
is  alert  he  will  consider  rather  the  net  income  earned 
from  year  to  year.  Tho  much  speculation  has  just 
so  superficial  a  basis,  a  dealer  in  stocks  will  go  deeper. 
The  investment  expert  of  a  broker  or  banker  will  go 
as  far  into  a  company's  reports  as  there  are  data.  He 
will,  if  possible,  analyze  the  physical  statistics.  That 
he  does  not  give  more  attention  to  such  matters  may 
be  explained  by  the  usual  absence  of  the  necessary 
information.  Even  the  expert,  however,  is  likely  to 
give  the  investor  chiefly  the  tabulations  of  gross  and 
net  income  to  which  he  is  accustomed  rather  than 
educate  him  up  to  some  understanding  of  the  physical 
basis  of  profits. 

If  profits  are  really  there,  the  basis  is  physical  as 
well  as  economic.  But  the  basis  of  net  income  as  it 
stands  in  a  company's  report  may  be  neither  physical 
nor  economic.  With  accounting  methods  not  yet 
fixed  and  with  the  management  unchecked  by  statis- 
tical indices  of  physical  condition,  it  is  quite  possible, 
especially  through  maintenance  accounts,  to  juggle 
with  net  income  in  ways  that  no  superficial  analysis 
will  disclose.  Depreciation  can  be  charged  only  on 
an  accrued  or  estimated  basis  and  we  have  as  yet  no 
sufficient  experience  to  check  the  basis,  tho  we  have 
had  plenty  of  experience  of  the  arbitrariness  and 
manipulation  of  maintenance  charges.  All  this  relates 
to  property  operated.  Intercorporate  relations  and 
resulting  elusive  '^  other  income  "  o£Fer  another  handle 
for  manipulation.    The  line  between  capital  expendi- 
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tures  and  operating  expenses  is  in  its  nature  indefinite. 
That  between  expenses  of  the  period  and  of  other 
periods  (or  years)  is  equally  so,  especially  on  account 
of  depreciation.  Hence  the  necessity  of  honesty  and 
—  as  a  guaranty  of  honesty  and  competence  —  full 
data  to  enable  the  outsider  to  form  an  opinion.  ''  Ac- 
crued "  income  may  often  be  more  properly  described 
as  contingent.  Hence  the  ''  actually  paid  "  basis  of 
the  federal  corporation  tax.  The  government  can 
wait  for  the  long  run.  But  the  outside  investor  may 
be  "  cleaned  out "  long  before  the  consummation  of 
long-term  changes  whose  probable  effect  he  is  not 
permitted  to  see. 

Merely  financial  reports  are  not  adequate  to  the  use 
to  be  made  of  them.  It  is  of  the  essence  of  accoimts 
that  they  cannot  be  so.  ^'  Net  income  "  is  as  much 
a  result  of  how  the  books  are  kept  as  of  profitable 
business  transactions.  It  should  not  by  itself  be  the 
test  of  solvency  but  should  be  supplemented  by  full 
operating  and  physical  statistics. 

The  inferiority  of  the  fourth  order  of  statistics, 
however,  is  due  to  more  fimdamental  causes  than 
arbitrariness  of  accounting  practice.  The  dollar  is 
intrinsically  inferior  as  a  statistical  unit.  The  physi- 
cal measurement  unit  as  well  as  the  pecimiary  unit  is 
the  expression  of  a  relation  and  not  discrete;  but  the 
former  can  easily  be  so  conceived  while  the  latter 
cannot.  The  dollar  unit  is  so  completely  abstract 
as  to  be  not  even  imaginable.  It  is  a  measure  of 
''  power  in  exchange."  But  the  dollar's  power  in 
exchange  does  not  mean  the  same  thing  to  any  two 
persons.  Even  if  subjected  to  the  test  of  actual 
exchange  and  determined  by  market  conditions  the 
purchasing  power  of  a  dollar  fluctuates,  hence  esti- 
mation  must   be   resorted   to   and   allowance  made 
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for  time  and  place.  Even  then  much  depends  on 
*'  whose  ox  is  gored."  Financial  data  usually  have 
the  character  of  interested  estimates.  Differences 
in  valuation  are  not  mere  variations  aroimd  a  mean 
and  are  not  moderate.  Hence  they  are  not  easily 
dealt  with  or  lightly  to  be  disregarded.  Reducing 
to  a  fine  gold  equivalent  is  merely  a  way  of  getting 
around  diversity  of  currency.  Changes  in  rates  of 
exchange  are  a  minor  adjustment,  for  custom  and 
"  psychology  "  are  factors  in  price.  The  symbol  is 
familiar  and  constant.  That  for  which  it  stands 
changes  in  ways  not  easily  determinable,  certainly  not 
to  be  simply  ignored. 

The  method  of  index  numbers  —  itself  a  nice  problem 
in  statistics  —  largely  meets  such  difficulties  with  the 
value  unit  as  are  due  to  changes  in  time.  Logically, 
however,  the  index  should  change  with  every  purpose 
for  which  statistics  of  the  fourth  order  are  used.  The 
proportionate  weights  of  the  prices  of  particular  arti- 
cles which  are  determined  by  the  consumption  of 
wage-earners  in  a  manufacturing  community  seem  to 
be  of  greatest  use.  But  they  are  not  therefore  generally 
adapted  to  all  purposes,  even  tho  adjustment  of  the 
weights  cannot  be  alleged  to  be  indispensable. 

The  financial  statistics  showered  upon  us  do  not 
have  the  definiteness  of  meaning  that  statistics  may 
be  expected  to  and  ought  to  have.  Efforts  should  be 
made  to  close  the  existing  great  gap  in  scientific  char- 
acter between  financial  and  demographic  statistics. 
For  taxation  and  financial  administration  and  for  the 
public  control  of  corporate  management,  adequate 
statistical  data  will  become  more  and  more  necessary. 
This  refers  to  the  need  of  governmental  action.  Purely 
private  interests  (if  there  be  such)  are  also  involved. 
Many  large  corporations  are  coming  to  feel  that  they 
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ought  to  make  the  knowledge  of  their  operations 
acoessible  to  the  public,  at  least  to  their  actual  and 
possible  stockholders.  The  statistician  thus  tends 
to  be  a  necessary  aid  in  the  conduct  of  every  large 
corporate  enterprise. 

A  suggestion  of  the  direction  which  improvement 
will  take  is  contained  in  the  rather  obvious  proposition 
that  economic  and  pecuniary  statistics  are  not  neces- 
sarily the  same.  The  backward  state  of  economic 
statistics,  as  compared  with  demographic,  is  doubtless 
largely  due  to  a  too  ready  acceptance  of  figures  of 
value  as  a  satisfactory  answer  to  economic  questions. 
But  economic  statistics  need  not  be  so  superficial. 
They  will,  when  fairly  complete,  doubtless  contain 
values,  but  will  not  be  composed  of  them.  Statistics 
of  manufactures  and  trade  ought  to  present  quantities 
and  kinds  of  products  as  well  as  values  or  prices.  Our 
agricultural  statisticians  do  this  very  largely,  tho  they 
too  sometimes  seem  to  prefer  to  detach  the  values  from 
all  other  numbers  relating  to  their  data.  Even  where 
the  interest  is  purely  commercial  or  financial  the  trend 
is  towards  more  adequate  figures.  We  are  told  of 
tons  of  rails  produced  as  well  as  of  the  value  of  the 
output.  It  would  be  still  better  to  have  the  kinds 
specified,  t.  6.,  the  weight  per  yard  and  the  material^ 
perhaps  also  the  shape,  —  things  which,  it  should  be 
observed,  are  seldom  necessary  in  statistics  of  natural 
kinds.  Our  numerous  practical  '^  statistical  "  manuals 
designed  for  investors  need  to  pay  more  attention  to 
such  possibilities.  But  the  large  corporation  must 
first  appreciate  the  importance  of  compiling  and 
making  public  more  adequate  data. 

Index  mmabers  have  been  referred  to  above  as 
affording  a  way  out  of  some  of  the  diflSiculties  of  statist 
tics  resting  upon  the  pecuniary  unit.    This  is  a  way  to 
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get  beyond  peciiniary  value  and  down  to  concrete 
goods.  We  may  thus  learn  what  the  dollar  means  m 
terms  of  necessary  articles  of  consumption.  The  device 
is  practically  the  determination  of  an  equation  between 
money  and  commodities.  The  principle  of  this  solu- 
tion ought  to  be  more  generally  applied. 


A  Way  to  Better  Statistical  Materialy  especially 
to  Better  Economic  Statistics 

While  it  is  of  some  scientific  interest  to  distinguish 
different  orders  of  statistical  units  and  of  statistics, 
what  the  distinction  is  really  worth  depends  upon  what 
purposes  it  may  serve.  For  statistical  practice  the 
important  question  is:  How  can  the  inferior  orders  of 
statistics  be  improved  ? 

Statistics  first  achieved  scientific  standing  in  the 
field  of  vital  statistics  and  demography,  that  is,  in  a 
general  way,  among  natural  kinds.  Whether  as  an 
extension  of  the  view-point  of  "  political  arithmetic  " 
or  as  an  intensive  development,  statistics  that  are 
something  more  than  mere  numbers  have  come  rather 
later  in  other  fields.  Among  the  divisions  of  our 
federal  census  the  volumes  on  population  are,  as 
statistics,  the  best;  those  on  agricultmre  (the  units 
here  also  being  chiefly  natural  kinds)  rank  next;  and 
last  or  lowest  in  quality  are  the  statistics  of  manuf ac- 
tiu*es,  the  reason  being  that  the  unit  is  too  largely 
pecuniary.^  One  might  well  infer  that  our  statistics 
of  manufactures  should  be  made  less  dependent  on  the 
pecuniary  unit.  This  is  not  meant  to  imply  that  our 
census  officials  are  unaware  of  the  need. 

1  Tba  defects  of  the  volumes  on  vital  statisties  —  the  statisties  ol>tMiied  by  eon* 
mantion  as  distinsaished  from  the  recent  compilations  of  mortality  fegistniitlon 
records  —  do  not  vitiate  the  comparison  because  their  condition  is  due  mainly  to  an 
aeeident  in  the  development  of  our  sfeatisUcal  admialsttation. 
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The  way  to  improve  pecuniary  statistics  is  to  relate 
values  and  prices,  present  and  past,  to  the  things  to 
which  they  pertain,  or  rather  to  the  statistics  of  those 
things.  Pecuniary  statistics  should  be,  so  far  as 
possible,  either  accessory  to  or  supported  by  statistics 
of  higher  orders.  An  amount  paid  in  wages  imme- 
diately provokes  a  question  as  to  the  number  and  kind 
of  wage  earners,  how  long  they  worked,  and  whether 
on  full  time  or  part  time.  It  is  not  enough  to  know 
the  value  of  our  exports  of  a  particular  class  of  com- 
modities, tho  the  difficulty  of  defining  varieties  does 
in  part  excuse  the  shortcoming.  Railroads  want  to 
know  the  relation  of  expenditures  to  work  done,  hence 
ratios  of  cost  and  of  traffic  to  various  operating  imits, 
expenses  and  revenues  per  train-mile,  ton-mile,  etc. 
New  uses  of  such  units  and  ratios  are  constantly 
appearing.  Detailed  power  and  wage  statistics  serve 
the  same  purpose  and  will  soon  be  considered  a  neces- 
sary part  of  the  classified  and  analyzed  records  of  any 
large  private  corporation.  It  is  a  need  of  our  mental 
nature  that  values  be  predicated  of  definite  things. 
As  the  workings  of  our  minds  are  pragmatic,  this  need 
points  to  a  function. 

Especially  statistics  of  capitalization  need  to  be 
related  to  the  statistics  of  capital  or  of  the  means  of 
production  upon  the  basis  of  which  securities  are  issued. 
This  happens  to  be  a  d^ree  removed  from  the  direct 
interest  of  active  business  men,  hence  "  neglect " 
does  not  sufficiently  describe  their  attitude  in  the 
matter.  Some  of  the  uses  to  which  physical  valua- 
tion might  be  put  may  reasonably  be  objected  to,  but 
to  the  thing  itself  there  is  no  valid  objection.  The 
investor  should  be  put  in  position  to  know  his  property. 
The  only  way  in  which  such  knowledge  can  be  conveyed 
to  his  imderstanding  in  the  case  of  a  large  corporation 
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is  by  statistical  description.  This  is  the  foundation 
and  essence  of  physical  valuation.  A  corporation 
cannot  properly  have  secrets.  Especially  in  relation 
to  its  stockholders,  its  duty  is  not  merely  the  negative 
one  of  abstaining  from  withholding  information.  Even 
if  the  corporate  net  income  be  the  basis  upon  which 
the  investor  buys  the  stock,  its  stability  as  well  as  its 
amount  is  important  and  the  probable  stability  of  the 
income  depends  chiefly  upon  an  adequate  physical  basis. 
Economists  of  a  certain  tendency  share  with  business 
men  the  blame  for  inadequate  notions  of  how  financial 
statistics  ought  to  be  looked  upon,  at  least  as  r^ards 
the  phase  of  them  that  relates  to  capitalization.  The 
capital  value  concept  is  useful  and  important.  The 
attempt  to  wash  out  the  distinction  between  capital 
as  a  sum  of  value  and  capital  as  concrete  means  of 
production,  or  what  amounts  to  this,  to  ignore  the 
latter  meaning,  is  very  much  the  opposite  of  useful. 
The  dominance  of  the  corporate  form  of  organization 
makes  it  important  not  to  destroy,  but  to  develop  the 
idea  of  capital  as  concrete  means  of  production.  The 
small  individual  entrepreneiu*  does  not  know  less  of 
what  he  possesses  by  reason  of  the  fact  that  he  reduces 
all  to  terms  of  value  as  a  common  denominator.  The 
stockholder  of  a  large  corporation  is  differently  situ- 
ated. He  can  know  what  he  possesses  and  how  it  is 
being  used  only  by  means  of  adequate  physical  and 
operating  statistics,  including  data  of  performance, 
duly  reported  to  him.  Mere  balance-sheet  and  in- 
come statements  are  not  sufficient.  Here  is  where 
the  capital-value  theorists  may  have  occasioned  some 
distraction  of  attention  from  real  needs.  With  ade- 
quate inventories  of  extant  properties,  capital  assets 
could  not  be  made  to  include  dead  horses,  tracks 
removed,  obsolete  and  unused  implements,  all  and 
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sundry  covered  by  combinatioD  and  by  temporary 
monopoly  or  other  advantage,  without  security  for 
the  continuance  of  such  advantage  and  thus  with 
loBS  to  the  investor.  Uniform  accounting  systems 
should  largely  take  care  of  this  need  as  well  as  of  the 
proper  treatment  of  accounts  in  the  customary  nar- 
rower sense,  as  distinguished  from  records. 

Accounts  should,  in  general,  be  supplemented  by 
records  or  statistics,  tho  the  word  so  used  sounds 
pretentious.  The  inventory  made  once  a  year,  or 
of  tener  in  the  case  of  a  mercantile  stock,  should  not  be 
dispensed  with  in  the  case  of  fixed  capital.  Tho  it 
need  not  be  made  so  often,  we  know  that  fixed  capital 
also  may  disappear  in  ways  not  accounted  for.  Cor- 
porations have  their  '' storekeepers "  who  carefully 
check  and  record  whatever  materials  and  supplies 
they  receive  and  issue.  Should  not  there  be  records 
also  of  the  more  valuable  tangible  assets?  As  statistics 
constitute  the  state's  means  of  knowing  itself,  so  the 
only  available  means  by  which  a  large  corporation  can 
know  itself  are  likewise  statistics,  both  physical  or 
static  statistics  and  operating  statistics.  So  far  as 
size  is  the  compellii^  factor,  there  are  modem  business 
corporations  quite  as  large  as  were  important  states 
when  statistics  first  b^an  to  be. 

So-called  cost  accounting,  or  cost  keeping,  occupies 
much  the  same  position  in  relation  to  operating  statis- 
tics as  does  physical  valuation  in  relation  to  the  knowl- 
edge and  quantitative  estimation  of  fixed  investment. 
It  is  an  attempt  to  show  the  connection  between 
fundamental  physical  facts  —  quantity  and  kinds  of 
raw  materials,  labor  time  of  various  sorts,  space  and 
power  required  —  and  the  quantity  and  value  of 
products.  It  is  essentially  statistics  rather  than 
accounting,  since  in  it  numerical  comparisons  are  more 


Digitized  by  VjOOQ  IC 


STATISTICAL  UNITS  701 

important  than  the  roistering  and  balancing  of  pecun- 
iary obligations.  The  development  of  cost-keeping 
in  the  business  world  is  a  phase  of  the  increasing  im- 
portance of  statistics. 

Any  considerable  acquaintance  with  compilations 
of  nimibers  in  tabular  form  should  make  it  clear  that 
not  all  figures  are  statistics,  nor  all  figurers  statisti- 
cians. Economists  without  special  statistical  interest 
or  training  have  probably  contributed  to  the  general 
misconception  of  statistics  as  merely  masses  of  figures. 
The  large  corporation  is  now  coming  to  feel  it  desirable 
to  have  a  statistician,  tho  he  is  still  likely  to  be  regarded 
as  a  special  kind  of  clerk,  one  who  is ''  quick  at  figures.'' 
Sometime  it  will  be  recognized  that  neither  an  accoim- 
tant's  nor  an  engineer's  training  specially  qualifies 
for  statistical  work.  The  statistician  should  be 
grounded  in  demography  and  familiar  with  the  statis- 
tical methods  used  in  dealing  with  natiu*al  kinds,  no 
matter  how  "  practical "  his  later  work  is  to  be.  It 
is  true  also  that  he  cannot  have  too  realistic  a  knowledge 
of  his  special  field.  The  differentiation  between  the 
accountant  and  the  statistician  will  probably  come  to 
mean  that  the  latter  is  specially  competent  to  deal 
with  physical  things  in  their  numerical  and  quantitative 
aspects  by  means  of  methods  suggested  by  a  study  of 
the  higher  orders  of  statistics. 

Figures  are  symbols.  They  serve  only  to  connect 
oiu*  thoughts  with  things.  Not  all  statistics  do  this 
with  equal  directness  and  sureness.  It  holds  especially 
of  figures  based  upon  the  commercial  imit  of  value 
that  the  meaning  is  not  self-evident.  The  measure 
of  value  is  less  intelligible  than  physical  measures. 
Statistics  based  upon  measurement  units  are,  in  general, 
less  good  than  counts,  whenever  the  kinds  counted 
are  adequately  classed  and  of  well-defined  character. 
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Realistic  comprehension  is  scarcely  possible  with 
value  measures  unless  they  are  definitely  related  to 
things.  Things  valued  should  be  also  defined  and 
coimted,  or  at  least  physically  measured.  The  sta- 
tistician must  see  the  quantitative  relations  of  the 
numbered  things,  not  the  mere  symbols  or  numbers. 
As  statistics  becomes  of  greater  recognized  importance 
and  as  its  methods  are  applied  to  more  and  more 
branches  of  knowledge — being  thus  of  doubly  in- 
creased significance  —  the  greater  will  be  the  need  to 
attend  to  such  considerations  as  are  mentioned  in  this 
paper.  We  shall  supplement  statistics  of  produced 
kinds  with  measurements,  instead  of  beginning  and  so 
largely  ending  with  the  most  abstract  of  measurement 
imits,  thus  getting  the  cart  before  the  horse.  Without 
implying  that  the  other  orders  cannot  sometimes  be 
helped  by  extending  quantitative  enumerations  and 
analyses  to  cover  value,  it  is  clear  that  the  latter  kind 
of  statistics  has  much  less  to  give  than  to  receive. 

To  say  that  pecimiary  statistics  are  less  good  than 
pecuniary  statistics  plus  other  kinds  of  related  figures 
supporting  them,  is  an  affirmation  of  the  obvious. 
Yet  this  fact  needs  emphasis.  Pecuniary  statistics 
greatly  need  such  support.  Nor  is  it  quite  true  that 
the  rule  works  equally  well  the  other  way.  The 
pecimiary  imit  is  the  weak  member  which  ought  as 
little  as  possible  to  be  left  to  stand  alone.  Stated 
values  are  seldom  disinterested  and  their  basis  is 
never  quite  objective.  We  need  always  to  know 
kinds  and  grades  and  their  numbers  or  quantities, 
along  with  values.  The  foundation  of  all  statistics 
should  be  in  natural  kinds  or  in  the  best  obtainable 
substitutes  for  them. 

G.  P.  Watktns. 
PuBuc  Sbbvicb  CoiQCisaioN, 
Nbw  York  Cmr. 
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SOME  PROBLEMS  IN  MARKET  DIS- 
TRIBUTION 

SUMMARY 

Lack  of  systematic  study  of  market  distribution.  Emphasis  on 
production  explained  by  economic  causes.  Importance  of  a  better 
organisation  of  market  distribution,  703.  —  Ck>mplezity  of  the  problem 
facing  the  distributer.  Consumer's  surplus.  Bearing  on  the  distribu- 
ter's problem,  707.  —  Selling  at  the  market  minus,  selling  at  the  market, 
and  selling  at  the  market  plus,  712.  —  Social  justification  of  the  differ- 
entiation of  commodities:  Importance  of  trade-marking,  718. — 
Methods  of  sale:  sale  in  bulk;  sale  by  sample;  sale  by  description, 
721.  —  Available  agencies  for  selling:  middlemen,  producers'  salesmen, 
and  advertising,  direct  and  general,  723.  —  Emergence  and  rise  in  im- 
portance of  the  middleman.  Modem  tendency  to  decrease  number  of 
successive  middlemen,  725.  —  Analysis  of  the  functions  of  the  middle- 
man: sharing  the  risk,  transporting  the  goods,  financing  the  operations, 
selling  or  communication  of  ideas  about  the  goods,  and  assembling, 
assorting,  and  re-shipping.  Development  of  functional  middlemen. 
Advantages  of  direct  selling  in  some  industries.  Present  day  impor- 
tance of  the  direct  selling  in  some  industries.  Present  day  importance 
of  the  middleman,  731.  —  The  producer's  salesman  as  an  agency  in 
distribution,  740.  —  Advertising  as  an  agency  in  distribution:  relation 
to  sale  by  description;  relation  to  trade-marking;  analysis  of  classes  of 
demand  created  by  advertising,  742.  —  Social  waste  in  distribution. 
Practical  problem  of  distributer,  746.  —  Analysis  of  market  into 
geographic  sections  and  economic  and  social  strata,  749.  —  Laboratory 
study  of  distribution,  754.  —  Wide  application  of  such  method  of 
study,  758.  —  Possibility  of  better  organization  of  distribution,  763. 

Introduction 

The  business  man  is  concerned  with  the  production 
and  distribution  of  goods.  Factory  production  he 
finds  relatively  well  organized.  The  era  of  the  rule 
of  thiunb  is  passing,  and  the  progressive  business  man 
can  call  upon  the  production  expert,  technically 
trained,  to  assist  him  in  solving  his  problems  of  pro- 
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duction.  But  the  marketing  of  the  product  has  received 
little  attention.  As  yet  there  has  hardly  been  an 
attempt  even  to  bring  together,  describe,  and  correlate 
the  facts  concerning  commercial  distribution.  Selling 
is  on  a  purely  empirical  basis. 

The  progress  that  has  been  made  in  organizing 
production  is  the  result  of  systematic  study.  For 
centuries  attention  has  been  concentrated  on  the 
problems  of  production.  Methods  of  study  that 
have  proven  fruitful  in  other  fields  have  been  applied 
to  the  problems  of  manufacture  and  a  body  of  organized 
knowledge  is  bemg  built  up. 

Now  the  problems  of  market  distribution  are  no 
less  worthy  of  systematic  study  than  are  the  problems 
of  factory  production.  It  is  as  essential  that  the 
finished  goods  be  moved  from  the  stock  room  of  the 
producer  to  the  hands  of  the  consumer,  as  it  is  that 
operations  be  performed  upon  the  raw  material  to 
produce  the  finished  goods.  And  the  problems  of 
marketing  are  even  more  complicated  than  the  problems 
of  manufacturing,  because  the  human  factor  is  of  more 
direct  importance.  Hence  the  rule  of  thumb  can  be 
less  depended  upon  in  distribution  than  in  production. 

Why  has  not  systematic  study  been  given  to  the 
problems  of  distribution  ?  The  explanation  is  found 
in  a  glance  back  in  our  economic  history.  Chi^ 
among  the  causes  for  the  industrial  changes  leading 
to  the  establishment  of  the  factory  system  in  En^and 
in  the  eighteenth  century  was  the  constant  widening 
of  the  market.  It  was  a  rapidly  increasing  pressure 
on  the  producer  for  greater  quantities  of  staple  articles 
for  mass  consumption  that  gave  incentive  to  the 
revolution  in  the  method  of  production.  For  a  century 
thereafter  the  necessity  of  supplying  a  continually 
widening  market,  as  means  of  transportation  steadily 
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improved  and  the  population  increased  with  unprece- 
dented rapidity,  made  production  the  dominant  pro- 
blem. Economic  conditions  have  put  the  emphasis  on 
production. 

Where  the  felt  need  is  greatest,  there  will  the  organiz- 
ing ability  of  the  human  race  concentrate  itself.  The 
problems  of  production  were  sensed  as  the  most  pressing 
that  faced  society.  He  who  improved  methods  of 
manufacture  to  increase  output  or  reduce  cost  reaped 
a  large  reward.  Hence  the  ablest  minds  were  drawn 
toward  the  solution  of  those  problems.  The  business 
manager  gave  his  best  thought  to  the  difficult  task  of 
producing  more  goods. at  lower  cost.  The  constantly 
widening  market  made  sdling  a  simple  problem. 

As  a  result  we  have  built  up  a  relatively  efficient 
oi^anization  of  production.  While  much  remains 
to  be  done,  the  resources  of  modem  science  are  being 
utilized  to  improve  and  oi^anize  our  agencies  of  pro- 
duction. The  development  of  producing  capacity 
has  been  tremendous.  New  processes  have  been  and 
are  being  introduced.  New  forces  have  been  called 
into  play.  Methods  are  constantly  being  scrutinized 
to  effect  a  more  economical  and  efficient  organization 
of  production.  The  recent  introduction  in  many 
industries  of  so-called  ''  scientific  management "  is 
only  a  partial  crystallization  of  long  years  of  progress. 

While  we  are  but  upon  the  threshold  of  the  possibili- 
ties of  efficiency  in  production,  the  progress  thus  far 
made  has  outstripped  the  existing  system  of  distribu- 
tion. If  our  producing  possibilities  are  to  be  fully 
utilized,  the  problems  of  distribution  must  be  solved. 
A  market  must  be  found  for  the  goods  potentially 
made  available.  This  means,  in  the  main,  a  more 
intensive  cultivation  of  existing  markets.  The  unfor- 
mulated wants  of  the  individual  must  be  ascertained 
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and  the  possibility  of  gratifying  them  brought  to 
his  attention. 

There  are  some,  to  be  sure,  who  deplore  the  increasing 
complexity  of  human  wants.  This  is  a  problem  for 
the  philosopher,  not  for  the  business  man.  Our  whole 
civilization  has  been  characterized  by  an  increasing 
standard  of  living  due  to  the  demand  on  the  part  of 
the  individual  for  more  goods  and  more  highly  differen- 
tiated goods.  The  business  man  finds  his  practical 
task  in  searching  out  human  wants  and  providing  the 
means  of  gratification. 

Not  only  does  the  chaotic  condition  of  distribution 
act  as  a  check  upon  further  development  of  production, 
but  it  also  involves  a  tremendous  social  waste.  The 
consmner  pays  for  "  lost  motions  "  in  distribution  as 
surely  as  he  does  for  "  lost  motions  "  in  production. 
Society  can  no  more  afford  an  ill-adjusted  system  of 
distribution  than  it  can  inefficient  and  wasteful  methods 
of  production.    The  social  cost  is  no  less  real. 

The  most  pressing  problem  of  the  business  man  today, 
therefore,  is  systematically  to  study  distribution,  as 
production  is  being  studied.  In  this  great  task  he 
must  enlist  the  trained  minds  of  the  economist  and  the 
psychologist.  He  must  apply  to  his  problems  the 
methods  of  investigation  that  have  proven  of  use  in 
the  more  highly  developed  fields  of  knowledge.  He 
must  introduce  the  laboratory  point  of  view.  To  that 
end,  an  attempt  is  here  made  to  outline  some  of  the 
problems  of  commercial  distribution  from  the  point 
of  view  of  the  business  man,  to  analyze  them,  and  to 
point  out  some  methods  of  systematic  study  of  these 
problems. 
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Present  Day  Problem  op  the  Distribxtter 

The  problem  presented  by  the  United  States  as  a 
consummg  market  is  a  complex  one.  Here  are  ninety- 
odd  million  people  distributed  over  an  area  of  more 
than  3,000^000  square  miles  (excluding  Alaska).  Some 
are  gathered  in  the  large  cities,  where  millions  jostle 
elbows.  Some  are  scattered  over  great  areas  with 
considerable  distances  between  them  and  their  neigh- 
bors. Some  daily  pass  hundreds  of  retail  stores; 
some  must  ride  miles  to  reach  the  nearest  store.  Wide 
extremes  in  purchasing  power  exist.  Millions  have  a 
purchasing  power  scarcely  sufficient  to  obtain  for 
themselves  the  barest  necessities  of  life.  A  few  can 
satisfy  the  most  extravagant  whims  of  the  human 
imagination.  Between  these  extremes  Ue  all  degrees 
of  purchasing  power,  the  niunber  in  each  class  becom- 
ing greater  as  you  descend  in  the  scale  of  purchasing 
power. 

Their  wants  are  as  varied  as  their  purchasing  power. 
Environment,  education,  social  custom,  individual 
habits,  and  all  the  variations  in  body  and  mind  tend 
to  render  human  wants  diverse.  In  each  individual 
there  are  certain  conscious  needs  being  constantly 
gratified  by  the  purchase  of  goods  produced  for  such 
gratification.  Then  there  are  the  conscious  needs 
which  go  ungratified  because  of  the  limitations  upon 
purchasing  power  and  the  existence  of  other  needs 
of  greater  felt  importance.  And  then  there  are  the 
unformulated,  subconscious  needs  which  fail  of  expres- 
sion because  the  individual  is  ignorant  of  the  existence 
of  goods  which  would  gratify  them.  Twenty  years 
ago,  to  illustrate  this  last  class,  there  existed  in  the 
farmer,  far  from  a  barber  shop  and  clumsy  in  touch, 


Digitized  by  VjOOQ  IC 


708  QUARTERLY  JOURNAL  OF  BC0N0MIC8 

an  unfonnulated  need  for  a  safety  razor.  Today, 
the  distributer  forces  upon  his  attention  the  existence 
of  such  a  device  and  the  unformulated  need  finds 
expression  in  effective  demand. 

The  accepted  system  of  distribution  was  built  up 
on  the  satisfying  of  staple  needs.  The  pressure  of 
the  market  discussed  above  made  it  unnecessary  for 
the  business  man  to  search  out  unformulated  human 
needs.  Only  in  recent  years,  when  the  development 
of  production,  potentially  outstripping  the  available 
market,  has  shifted  the  emphasis  to  distribution, 
has  the  business  man  become  a  pioneer  on  the  frontier 
of  human  wants.  Today  the  more  progressive  business 
man  is  searching  out  the  unconscious  needs  of  the 
consumer,  is  producing  the  goods  to  gratify  them, 
is  bringing  to  the  attention  of  the  consumer  the  exis- 
tence of  such  goods,  and  in  response  to  an  expressed 
demand,  is  transporting  the  goods  to  the  consumer. 
The  task  is  one  of  adjustment.  The  materials  and 
forces  of  natiu*e  must  be  bent  to  human  use. 

This  sort  of  activity  has  not  only  built  up  new  con- 
suming power  in  the  market,  and  contributed  to  the 
progress  of  civilization,  but  has  given  rise  to  new  price 
policies  that  have  imdermined  the  old  organization 
of  distribution  in  staple  lines.  Hence  it  is  important 
in  outlining  the  present  day  problem  of  distribution 
to  give  special  attention  to  the  more  progressive 
distributer,  rather  than  to  the  typical  distributer. 

It  is  not  alone  to  revealing  and  gratifying  unformu* 
lated  wants  by  the  creation  of  new  goods  that  the  more 
advanced  business  man  turns.  He  finds  like  opportu- 
nity in  the  difference  between  the  market  price  that 
has  come  to  be  established  for  a  known  commodity 
and  the  varying  subjective  valuations  placed  upon 
such  a  commodity  by  consumers  of  differing  purchasing 
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power  and  of  differing  social  position  and  individual 
habits. 

The  economists  tell  us  of  the  "  consumer's  surplus.'' 
Briefly,  this  is  the  difference  between  the  market 
value  for  a  commodity  and  the  subjective  value  of  the 
conunodity  to  the  individual  consumer.  Each  individ- 
ual sets  up  for  himself  a  ratio  of  exchange  between 
commodities  which  finds  expression  in  the  price  he 
would  be  willing  to  pay  for  a  given  commodity  rather 
than  go  without  it.  These  subjective  valuations 
constitute  the  demand  side  of  the  market.  The 
interplay  of  supply  and  demand  gives  rise  in  a  competi- 
tive market  to  a  market  price  at  which  the  consumer 
can  obtain  the  commodity.  Now  if  this  market 
price  is  above  that  fixed  by  the  subjective  ratio  of 
exchange  of  the  consumer,  he  drops  out  of  the  market, 
utilizing  his  purchasing  power  to  secure  other  commodi- 
ties. But  if  the  market  price  is  below  that  which  the 
consumer  would  be  willing  to  pay  to  obtain  the  com- 
modity, he  purchases  at  the  market  price,  and  the 
difference  between  his  subjective  ratio  of  exchange 
and  the  objective  market  ratio  of  exchange  constitutes 
his  "  consmner's  surplus.''  The  man  of  means,  for 
example,  purchasing  his  morning  paper  for  a  cent, 
would  still  purchase  if  the  price  of  the  paper  were 
fixed  at  five  cents,  at  ten  cents,  or  possibly  more. 
Somewhere  in  the  ascending  scale  a  point  would  be 
reached  at  which  even  the  man  of  means  would  drop 
out  of  the  market.  But  long  before  that  point  was 
reached  the  less  well-to-do  of  the  possible  readers 
would  have  ceased  to  purchase  the  paper.  And  the 
difference  between  the  price  at  which  the  weU-to-do 
man  would  drop  out  of  the  market  and  the  market 
price  of  one  cent  which  he  actually  pays,  represents 
his  **  consumer's  surplus." 
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The  more  able  distributers  turn,  tho  usually  uncon- 
sciously, to  the  existence  of  this  margin  as  the  basis 
of  a  demand  for  what  is  to  all  intents  and  purposes  a 
new  commodity.  That  is,  they  differentiate  a  product 
from  a  staple  commodity  for  which  a  market  price 
has  been  established  and  establish  an  effective  demand 
for  the  modified  product  upon  a  new  price  level,  higher 
than  that  established  for  the  commodity  of  which  it 
is  a  modification. 

The  means  used  for  differentiation  are  nmnerous. 
Sometimes  slight  modifications  render  it  better  adapted 
to  the  use  to  which  it  is  put.  Sometimes  niceties  of 
trimming  and  equipment  are  utilized.  Sometimes  a 
new  and  more  convenient  style  of  package  is  used. 
Sometimes  the  distributer  builds  up  an  atmosphere  of 
good  taste  about  the  goods,,  or  a  reputation  for  constant 
quality  which  insures  the  consumer  against  dissatisfac- 
tion. Sometimes  the  distributer  depends  upon  ''  ser- 
vice "  or  special  conveniences  to  the  consumer  provided 
as  collateral  to  the  commodity. 

Always,  however,  the  aim  is  to  isolate  his  product 
from  the  stock  commodity  of  substantially  like  nature. 
And  nearly  always  the  distributer  utihzes  trade  marks, 
brands,  or  trade  names  to  identify  his  product  as  a 
distinct  commodity. 

He  must  then  convey  to  those  consumers  whose 
subjective  ratio  of  exchange  would  have  led  them  to 
pay  a  higher  price  for  the  stock  commodity  before 
transferring  their  demand  to  other  goods,  knowledge 
of  the  existence  of  his  differentiated  product  at  a 
higher  price  level.  By  calling  attention  to  the  superior 
qualities  or  convenience,  or  constant  reliability  of  his 
differentiated  product,  he  transfers  to  it  a  portion  of 
the  demand  that  formerly  found  expression  in  the 
purchase  of  the  stock  commodity. 
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The  marketing  of  hats  furnishes  a  good  illustration 
of  this  development.  If  derby  hats  were  distributed 
as  a  staple,  unbranded  and  at  a  single  market  price 
for  a  given  quality,  many  consumers  would  pay  per- 
haps $3.00  for  a  staple  hat,  whose  individual  ratio 
of  exchange  would  render  them  willing  to  pay  more 
than  $3.00  for  a  hat  rather  than  go  without.  But 
certain  producers  have  distinguished  their  hats  from 
the  staple  hat  by  their  brand.  By  calling  the  attention 
of  the  consumers  to  niceties  of  trimming  and  finish, 
and  by  emphasis  upon  design,  some  such  producers 
have  built  up  a  demand  for  llieir  hats  at  $5.00.  Now 
these  trade-marked  hats  and  the  staple,  unbranded 
hats  selling  at  $3.00  are  substantially  the  same  com- 
modity, but  are  differentiated  by  detail  modifications. 
These  detail  differences  render  the  well-to-do  consumer 
willing  to  pay  a  higher  price  for  the  trade-marked 
hat.  No  doubt  the  demand  for  the  more  expensive 
hat  depends  in  part  upon  the  sense  of  security  on  the 
part  of  the  consumer  that  his  hat  will  be  of  good  quaUty 
and  of  proper  shape  if  it  bears  the  name  of  these  pro- 
ducers. This  feeling  of  secmity  forms  a  part  of  the 
subjective  valuation  that  the  consmner  places  upon  the 
hat.  No  doubt,  too,  motives  of  pecuniary  emulation 
sometimes  enter  in,  and  the  consumer  derives  a  portion 
of  his  gratification  from  the  mere  fact  that  he  purchases 
a  hat  which  sells  at  a  higher  price  than  those  purchased 
by  his  less  well-to-do  neighbor. 

It  is  of  interest  to  note  that  other  manufacturers  of 
branded  hats  have  in  recent  years  fixed  their  prices 
at  $4.00  and  $6.00,  appealing  to  consumers  upon 
different  price  levels  from  those  reached  by  prior 
distributers  of  trade-marked  hats.  Thus  they  reach 
with  a  $4.00  hat  a  group  of  consumers  not  available 
to  the  distributers  of  $5.00  hats  because  their  subjective 
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ratios  of  exchange  did  not  render  them  willing  to  pay 
$5.00  for  a  hat.  And  with  a  S6.00  hat  they  draw 
from  the  distributers  of  $5.00  hats  a  part  of  those 
consumers  whose  subjective  valuation  upon  a  hat 
rendered  them  willing  to  pay  more  than  $5.00  for  the 
commodity. 

The  activity  of  the  more  advanced  distributers  in 
differentiating  commodities  has  tended  to  break  down 
the  orthodox  methods  and  policies  of  distribution, 
and  this  necessitates  an  analysis  of  the  possible  price 
policies  of  the  present  day  merchant-producer. 


Price  Policies  of  the  Distributer 

The  producer  who  today  enters  the  market  to  manu- 
facture and  sell  a  commodity  in  competition  with  other 
producers  of  substantially  identical  products  has  opea 
to  him  three  general  price  policies.  He  may  adopt 
one  of  these  to  the  exclusion  of  the  others,  or  may  use 
them  in  combination. 

These  three  policies  may  be  termed,  (1)  Selling  at 
the  market  minus,  (2)  Selling  at  the  market,  and 
(3)  Selling  at  the  market  plus. 

(1)  Selling  at  the  market  minus  is  that  policy  which 
aims  to  increase  sales  by  reducing  price.  The  distribu- 
ter who  markets  his  product  at  a  price  range  below 
that  established  for  the  identical  commodity  as  sold 
by  other  producers  not  only  attracts  consumers  from 
other  distributers,  but  also  brings  into  the  market  as. 
consumers  certain  of  those  whose  demand  was  before 
unexpressed  because  the  price  level  established  for  the 
commodity  was  above  that  warranted  by  their  sub- 
jective valuation  on  the  commodity. 

This  policy  does  not  ordinarily  involve  a  differentia- 
tion of  the  product  from  the  stock  product  of  lika 
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nature,  nor  the  use  of  trade  marks,  brands,  or  trade 
names.  The  producer  depends  upon  mcreased  sales  to 
give  a  reduced  proportion  of  overhead  expense  and 
reduced  costs  of  large  scale  production,  thus  increasing 
his  area  of  profit.  The  producer  appeals  to  the  con- 
sumer mainly  through  the  difference  in  price  level. 
Hence,  the  successful  pursuit  of  this  policy  in  a  com- 
petitive market  over  a  long  period  involves  a  continuing 
ability  to  sell  the  commodity  for  less  than  the  price 
at  which  other  producers  of  substantially  identical 
products  are  willing  or  able  to  market  them. 

This  policy  finds  illustration  in  the  selling  policy  of 
most  department  stores.  It  is  the  basis  of  bargain 
counter  selling.  In  one  class  of  department  store  it 
becomes  the  dominant  policy.  Some  such  stores 
base  their  business  almost  entirely  on  selling  under 
the  market,  advertising  the  purchase  of  bankrupt 
stocks  and  mill  clearances  as  making  possible  such 
price  cutting. 

And  in  nearly  all  department  stores  the  manager 
will  at  times  reduce  the  price  upon  a  staple  commodity 
below  that  at  which  his  competitors  are  willing  to  sell. 
His  increased  sales,  arising  from  custom  drawn  from 
his  competitors  and  from  new  consumers  brought 
into  the  market,  decrease  the  proportion  of  overhead 
expense  and  enable  him  to  purchase  in  larger  quantities. 
His  larger  purchases  put  him  in  a  position  to  force 
the  producer  to  share  with  him  the  economies  of  large 
scale  production.  Often,  indeed,  he  is  able  to  take 
over  the  entire  output  of  certain  factories. 

In  the  department  store,  moreover,  the  fmiiher 
element  enters  that  customers  attracted  to  purchase 
a  staple  commodity  at  less  than  the  prevailing  price 
will  also  purchase  other  commodities  yielding  a  wider 
margin  of  profit. 
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The  working  of  this  policy,  especially  as  to  bringing 
new  consumers  into  the  market,  is  shown  graphically 
in  Chart  I. 

Chart  I 

S^ffint  «tthe  Market  Mama 


Thia  chart  Attempts  to  show  cnphioally  the  openttion  on  the  deaumd  tide  of  th« 
market  of  the  price  policy  tenned  "  SeUing  at  the  maiket  minus.**  On  the  ordinate 
ox  ia  laid  off  a  scale  of  prices  for  the  commodity.  On  the  abecissa  oy  are  laid  off  th« 
number  of  purchasers.  The  are  LM  shows  the  number  of  purchasers  at  a  ciTen  price, 
growing  fewer  as  the  price  increases  and  greater  as  the  price  decreases 

Now  if  oa  represents  the  prevailing  inaiket  price  for  the  commodity,  and  oc  th« 
number  of  purdiasers  at  that  price,  it  is  apparent  that  if  the  price  is  reduced  from  oa 
to  oa^,  the  new  consumers  will  be  brought  into  the  market  and  the  number  of  purchasers 
at  the  price  oa^  will  be  oc/,  a  number  greater  than  oc 

It  is  somewhat  in  this  fashion  that  the  policy  of  selling  at  the  market  minus  operates 
but  the  chart  does  not  indicate  the  important  element  that  other  producers  are  selling 
at  a  hicher  level,  and  hence  customers  are  attracted  from  them,  as  wdi  as  new  cus- 
tomers brought  into  the  market. 

(2)  Selling  at  the  market  has  been  the  policy  perhaps 
most  characteristic  of  oiu*  scheme  of  distribution 
during  the  period  when  the  stress  was  on  production. 
It  is  still  a  common  policy  in  the  marketing  of  staple 
goods. 

This  policy  consists  briefly  in  the  acceptance  of  the 
market  price  existing  for  the  commodity  as  a  fixed 
condition.  The  producer  does  not  seek  to  attract 
purchasers  by  maintaining  a  price  level  somewhat 
lower  than  that  at  which  other  producers  of  the  same 
commodity  are  willing  to  sell,  nor  does  he  attempt  to 
establish  his  commodity  upon  a  new  and  higher  price 
level  as  a  distinct  commodity.  He  recognizes  the 
market  price  for  such  a  commodity  as  something 
objective,  and  sells  his  commodity  at  the  established 
level. 
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The  acceptance  of  this  price  policy  leaves  open  to 
the  merchant-producer  two  general  methods  of  increas- 
ing his  area  of  profit.  He  may  devote  himself  to  a 
reduction  in  his  cost  of  production  by  a  better  organiza- 
tion of  his  plant,  or  he  may  seek  to  increase  his  sales, 
thus  giving  economies  of  large  scale  production  and  a 
reduced  proportion  of  overhead  expenses. 

Examples  of  the  adoption  of  this  policy  and  the  use 
of  the  first  method  of  increasing  profits  are  found  in 
the  steel  industry.  The  small  independent  manu- 
facturer often  accepts  the  market  price  of  a  given  steel 
product  as  a  fixed  condition,  sells  his  '^  share ''  of 
the  market,  and  depends  upon  reducing  his  plant  costs 
to  increase  his  profits. 

If  the  merchant-producer  adopts  this  second  method, 
he  must,  in  general,  differentiate  his  product  from  that 
of  his  competitors  and  build  up  a  demand  for  his 
particular  product.  To  do  this  he  must  depend  upon 
the  same  means  that  would  be  used  to  establish  his 
product  as  a  distinct  commodity  upon  a  higher  price 
level.  Trade  marks,  brands,  and  trade  names,  coupled 
with  niceties  of  finish,  evenness  in  quality,  or  more 
convenient  packages,  serve  as  the  basis  lor  an  increased 
demand  for  the  commodity  i:^>on  the  same  price  level 
as  substantially  identical  products.  When  selling 
at  the  market,  superior  promptness  in  delivery  may  be- 
come a  factor  of  great  importance  in  increasing  sales. 

A  recent  development  in  the  textile  industry  illus- 
trates the  adoption  of  the  policy  of  selling  at  the  market, 
combined  with  an  attempt  to  increase  sales  at  the 
market  price  by  a  differentiation  of  the  product. 
Apparently  the  textile  manufacturers  who  are  beginning 
to  brand  their  goods  do  not  seek  to  establish  a  new 
price  level  for  their  product  as  a  distinct  commodity, 
but  rather  to  increase  their  sales  by  building  up  a 
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demand  for  their  commodity  as  against  the  product 
of  other  manufacturers  at  the  prevailing  price  level. 

Chart  II  illustrates  one  phase  of  this  policy.  It 
is  intended  to  bring  out  the  idea  that  new  consumers 
may  be  drawn  into  the  market  at  an  existing  price 
level  by  giving  to  the  differentiated  commodity  a 
subjective  valuation  on  the  part  of  the  consumer 

Chabt  II 

Selling  atthe  Market. 


This  it  an  attempt  to  ahow  gjnpkdcaUy  the  effect  of  a  etimulatioii  of  inereaaed  demand 
for  a  commodity  without  any  inoreaae  in  the  price  at  which  it  ia  maiketed. 

The  ordinate,  ox.  ia  a  acale  of  inoieaaincimce.  The  abeciawi.  OY,  ahows  the  nmnber 
of  purchaaera.  The  arc  LM  indicatea  the  number  of  purchaaera  at  any  given  price, 
growing  leaa  aa  the  price  ia  inereaaed  and  greater  as  the  price  deereaaed. 

If  the  establiahed  maiket  price  ia  repreaented  by  OA,  the  number  of  purchaaera  at 
that  price  will  be  repreaented  by  OC.  If  then  fay  atimulating  an  incrnaod  demand 
for  hia  product,  the  merchant-producer  ia  able  to  increase  proporti<mally  the  number 
of  purchasers  at  each  price  level,  the  demand  curve  LM  will  be  replaoed  by  I/M/, 


[  at  the  price,  OA,  a  greater  number  of  purchasers,  OO,  will  purchase. 
This  chart  doea  not,  of  course,  show  how  customers  already  in  the  market  are  drawn 
from  other  merchant-producera  to  the  purchase  of  a  differentiated  product  for  which 
a  denumd  ia  stimulated  at  the  same  price  level  aa  the  producta  of  the  other  merchant- 
producen. 

greater  than  that  which  he  experienced  for  the  stock 
commodity  of  like  nature.  Hence,  while  the  individ- 
ual's subjective  ratio  of  exchange  was  too  low  to  lead 
him  to  purchase  the  stock  commodity  at  the  prevailing 
price,  he  may  purchase  the  differentiated  commodity 
at  that  price  because  of  his  greater  subjective  valuation 
upon  the  latter. 

(3)  Selling  at  the  market  plus  is  perhaps  the  most 
characteristic   price   policy   of   modem   distribution. 
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The  exceptionally  able  distributers  have  in  recent 
years  turned  more  and  more  to  this  policy.  They 
refuse  to  accept  as  a  fixed  condition  the  market  price 
for  the  commodities  similar  to  those  which  they  pro- 
duce. They  isolate  their  product,  and  establish  it, 
practically  as  a  new  commodity,  on  a  different  price 
level. 

The  whole  basis  of  the  policy  is  the  differentiation 
of  a  product  from  other  goods  of  substantiaUy  like 
nature  by  improvements,  minor  or  substantial,  and  the 
identification  of  the  product  by  trade  marks,  brands, 
and  trade  names.  This  done,  the  producer  stimulates 
a  demand  for  his  product  by  calling  attention  to 
stability  of  quality,  niceties  of  finiish,  improvements 
in  package,  or  like  modifications.  He  appeals  to  that 
portion  of  the  consuming  public  whose  subjective 
valuation  upon  the  stock  commodity  has  left  them  a 
so-called  "  consumer's  surplus  "  over  the  market  price. 
The  differentiated  commodity  is  established  on  a  new 
and  higher  price  level,  and  is,  to  all  intents  and  pur- 
poses, a  new  commodity. 

It  is  this  policy  that  forms  the  most  severe  test  of 
the  ability  of  the  distributer.  To  succeed  he  must 
have  an  unusual  equipment,  including  knowledge 
of  human  nature,  of  the  psychological  organization 
of  the  individual  consumer,  and  must  be  able  to  give 
proper  weight  to  such  motives  as  social  emulation  and 
all  the  varied  factors  that  enter  into  the  subjective 
ratio  of  exchange  of  the  consumer. 

This  policy  has  aheady  been  illustrated  by  examples 
from  the  hat  trade.  Examples  are  all  about  us  today 
and  further  illustration  is  here  unnecessary. 

Chart  III  shows  graphically  the  operation  of  the 
price  policy  termed  ''  selling  at  the  market  plus." 
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Cbakt  m 

t'  SeDitig  at  the  Market  Plus. 


This  chart  lUusUtttM  the  effeet  of  the  price  poUcgr  tenned  '*  eeUiac  at  the  maikei 
phie.**  On  the  oidinate  u  laid  off  a  aeale  of  prices  for  a  staple  oommoditj.  The 
abeeiwa  ahows  the  number  of  purehaeerB. 

The  demand  eurye  LM  indicates  the  number  of  purehasers  at  a  giTen  price,  growing 
less  as  the  price  increases  and  greater  as  the  price  decreases.  Then  if  OA  represents 
the  market  price  of  the  staple  commodity,  OC  will  represent  the  number  of  purcliasera. 
Now  if  the  merofaant-proaucer  differentiates  his  prodaet  from  the  staple  commodity 
and  stimulates  a  demand  for  it.  the  effeet  is  to  increase  the  number  of  possible  purchasers 
at  each  price  lerel.  Thus  the  demand  curve  LM  is  replaced  by  the  demand  curve 
I/M/. 

Obviouifar  the  nkerohant-producer  may  dispose  of  the  differentiated  product  at  a 
price  OA/,  hi^ier  than  the  price  OA,  without  reducing  the  number  of  purehasers,  OC 
In  other  words,  he  can  profit  by  the  increased  demand  through  raising  his  price  rather 
than  by  increasing  his  sales. 


Social  Justification  of  the  Differentl^tion  of 
commoditieb 

It  is  apparent  that  the  process  we  see  going  on  as 
a  result  of  the  increasing  adoption  of  the  policy  of 
selling  at  the  market  plus,  involving  an  increasing 
differentiation  of  commodities  at  various  price  ranges, 
is  closely  analogous  to  the  creation  of  new  commodities. 
When  the  hat  trade  splits  up  into  a  number  of  isolated 
brands,  practicaUy  distinct  commodities  at  different 
price  levels,  the  situation  is  from  a  social  point  of  view 
little  different  from  that  arising  from  the  creation  of 
new  commodities  which  are  not  merely  modifications 
of  pre-existing  commodities. 

If  the  safety  razor  be  regarded,  as  it  properly  may, 
as  a  new  commodity  rather  than  as  a  modification  of 
the  old  style  razor,  it  provides  us  with  an  opportunity 
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to  examine  the  social  justification  for  the  creation  of 
a  new  commodity. 

When  the  first  widely  advertised  safety  razor  was 
put  upon  the  market  at  $5.00  a  considerable  margin 
of  profit  was  left  the  producer.  It  was  often  said  at 
the  time  that  the  actual  cost  of  manufacture  of  that 
razor  was  less  than  $1.00.  Now  this  wide  margin 
made  possible  an  extensive  advertising  campaign. 
The  new  device  was  brought  to  the  attention  of  the 
entire  consuming  public.  Everyone,  whether  in  the 
large  centers  or  remote  districts,  learned  of  the  safety 
razor  and  its  uses.  Great  numbers  purchased  the 
razor  because  the  subjective  valuation  which  they 
placed  on  the  commodity,  when  it  was  brought  to  their 
attention,  exceeded  the  price  asked.  The  large  reward 
received  by  the  distributer  may  perhaps  properly  be 
regarded  as  compensation  for  bringing  about  a  better 
adjustment  to  meet  human  needs. 

Today  the  safety  razor  demand  is  well  established 
and  those  consumers  whose  individual  ratios  of  exchange 
do  not  render  them  willing  to  pay  $5.00  for  a  safety 
razor  are  able  to  gratify  their  conscious  need  at  prices 
ranging  as  low  as  $1.00  owing  to  numerous  producers 
entering  the  market  with  safety  razors  at  varying 
price  levels. 

Now  when  the  producer  of  a  commodity  already 
marketed  by  other  producers  sets  off  his  commodity 
from  others  of  like  kind,  and  by  sometimes  even  minor 
modifications  and  improvements  is  enabled  to  build 
up  a  demand  for  it  on  a  higher  price  level  than  that 
existing  for  the  stock  commodity  of  like  kind,  he,  too, 
has  made  possible  a  more  accurate  adjustment  in 
supplying  human  wants,  and  has  brought  the  possibility 
of  this  more  accurate  adjustment  to  the  attention  of 
consmners.    The  purchaser  of  a  trade-marked  hat  at 
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$5.00  would  buy  a  staple  hat  for  $3.00,  if  the  $5.00  hat 
did  not  give  him  equal  or  greater  proportional  gratifi- 
cation, taking  into  account  the  differing  objective 
ratio  of  exchange.  Obviously,  the  consumer  who 
buys  a  trade-marked  hat  does  so  because  he  prefers 
to  pay  $5.00  for  such  a  hat  rather  than  $3.00  for  an 
unbranded  stock  hat.  To  say  that  he  ought  not  to  be 
willing  to  pay  the  additional  $2.00  for  the  differentiated 
product  because  the  modifications  are  not  substantial 
is  to  attempt  to  substitute  for  the  subjective  valuation 
of  the  consumer  as  a  basis  of  exchange  an  external 
social  standard.  The  more  highly  differentiated  the 
scale  of  commodities  is,  the  more  accurately  will  it  be 
possible  for  the  individual  consumer  to  satisfy  his 
varied  material  wants. 

The  distributer  who  is  successful  in  establishing  a 
differentiated  product  as  a  distinct  commodity  on  a 
new  price  level  is,  for  a  time,  in  the  position  of  having 
a  monopoly  as  to  the  differentiated  commodity.  Such 
competition  as  he  has  is  the  indirect  competition  of 
the  staple  commodity  of  like  nature.  His  monopolistic 
position  often  enables  him  to  obtain  temporarily  a 
margin  of  profit  disproportionate  to  the  actual  improve- 
ments in  the  differentiated  product  as  compared  with 
the  staple  commodity  of  similar  nature.  This,  again, 
may  be  justified  as  a  reward  for  enterprise  in  making 
possible  a  more  exact  adjustment  of  goods  to  the  wants 
of  the  consumer.  And  in  the  long  run,  the  large 
percentage  of  profit  will  decrease  as  other  producers 
follow  his  example  and  differentiate  their  products 
from  the  staple.  The  rise  of  competition  at  the  new 
price  level  will  ultimately  force  in  the  competing 
differentiated  commodities  the  substantial  improve- 
ments warranted  by  the  higher  price. 

Where  the  differentiation  of  a  product  from  the  staple 
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goods  of  like  nature  is  not  aimed  at  establishing  a 
higher  price  level,  but  rather  at  an  increase  of  sales  at 
the  prevailing  price  level,  an  indisputable  social  gain 
appears.  Manufacturers  admit  that  when  they  sell 
trade-marked  goods  they  find  themselves  almost 
imconsciously  putting  a  stress  upon  quality.  .  The 
manufacturer  of  unbranded  goods  is  in  some  respects 
like  the  writer  of  an  anonymous  letter;  he  does  not 
have  the  sense  of  responsibility  for  satisfaction  to  the 
consumer  that  exists  when  the  goods  reach  the  con- 
sumers imder  his  name.  The  manufacturer  of  un- 
branded goods  makes  his  goods  in  general  to  sell  to  the 
middleman;  not  primarily  to  satisfy  the  consumer.  It 
is  the  realization  of  this  consequence  of  trade-marking 
that  prompts  proposed  legislation  such  as  the  Campbell 
Bill,  now  before  Congress,  requiring  every  manufac- 
turer to  distinguish  his  goods  by  trade  mark. 


Methods  of  Sale 

The  general  market  problem  which  confronts  the 
business  man  has  been  roughly  analyzed.  The  differ- 
ing modem  price  policies  have  been  outlined.  Some- 
thing has  been  said  as  to  the  social  justification  of  the 
increasing  differentiation  of  goods  involved  in  certain 
price  policies.  We  now  may  examine  the  methods 
employed  in  selling. 

In  the  early  stages  of  our  industrial  history,  sales 
were  made  in  bulk.  At  all  stages  in  distribution, 
the  purchaser  saw  the  actual  goods  before  the  sale 
was  made. 

Later,  sale  by  sample  appeared.  The  piux^haser 
bought  goods  represented  to  be  identical  with  the 
sample  he  was  shown.  The  introduction  of  this  method 
of  sale  was  necessitated  by  the  widening  of  the  market 
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and  was  made  possible  by  improvement  in  commercial 
ethics  and  by  increasing  standardization  of  the  prod- 
uct. The  purchaser  must  have  confidence  not  only 
in  the  honest  intention  of  the  producer  to  furnish 
goods  identical  with  the  sample,  but  also  in  his  ability 
to  produce  identical  goods.  Hence,  increasing  uni- 
formity in  product  through  machine  methods  of 
manufacture  was  a  factor  in  the  increase  of  sale  by 
sample. 

Sale  by  description  is  the  most  modem  development 
in  distribution.  An  even  higher  ethical  standard  is 
required  than  for  sale  by  sample.  Moreover,  sale 
by  description  requires  a  higher  level  of  general  intelli- 
gence than  sale  in  bulk  or  sale  by  sample.  Sale  by 
description  in  its  modem  development  is,  in  a  sense, 
a  by-product  of  the  printing  press. 

All  three  methods  of  sale  are  in  use  in  modem  com- 
mercial life.  The  consumer  still  purchases  a  large 
part  of  the  commodities  which  he  uses  under  a  system 
of  sale  in  bulk.  He  sees  the  goods  before  he  buys 
them.  The  middleman,  buying  in  larger  quantities, 
generally  purchases  from  sample.  But  sale  by  descrip- 
tion becomes  each  year  of  increasing  importance  at 
every  stage  in  the  system  of  distribution.  Even 
where  the  purchaser  actually  sees  a  sample  or  the 
goods  themselves  before  the  sale  is  concluded,  the 
method  of  sale  by  description  has  in  many  cases  pre- 
viously been  used  to  create  in  him  a  demand  for  the 
commodity.  Sale  by  description  is  found  not  only 
in  goods  for  Qpnsumption,  but  also  in  the  sale  of  machin- 
ery and  like  commodities.  So  rapid  has  been  the  devel- 
opment that  Mr.  Edison,  the  inventor,  has  said  that 
he  expects  the  store  of  the  future  to  be  upon  the  slot 
machine  plan,  aU  the  goods  being  sold  by  description. 
That  even  the  conception  of  such  an  arrangement 
can  arise  is  significant. 
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The  root  idea  in  sale  by  description  is  the  communi- 
cation of  ideas  about  the  goods  to  the  prospective 
purchaser  by  spoken,  written,  or  printed  symbols. 
This  takes  the  place  of  the  sight  of  the  goods  themselves 
or  a  sample  of  them.  It  is  obvious  that  this  requires 
that  the  purchaser  shaU  have  sufficient  intelligence  to 
readily  grasp  ideas  either  through  spoken,  written, 
or  printed  symbols. 

The  use  of  the  term  "  symbols  "  rather  than  "  words '' 
is  necessitated  by  the  fact  that  photographs  and 
sketches  are  today  an  important  feature  of  sale  by 
description.  A  photograph  of  the  commodity  often 
serves  the  purpose  of  pages  of  verbal  description. 

The  ideas  to  be  conveyed  to  the  prospective  purchaser 
in  sale  by  description  are  such  as  will  awaken  an 
effective  demand  for  the  conmiodity  in  question. 
The  awakening  of  demand  is  the  essential  element  in 
selling.  It  must  be  remembered,  however,  that  the 
distributer  has  the  fiuiiher  task  to  provide  for  the 
possibility  of  gratifying  the  demand  by  making  the 
goods  physicaUy  available  to  the  buyer.  In  sale  in 
bulk  this  problem  merges  with  the  selling  since  the  goods 
are  physically  present  when  the  sale  is  made,  while 
in  sale  by  description  the  physical  distribution  of  the 
goods  is  a  distinct  problem  from  the  awakening  of 
demand.  And  it  is  a  problem  that  requires  equal 
attention,  for  it  is  useless  to  awaken  demand,  unless 
the  goods  to  satisfy  it  are  made  available. 

Available  Agencies  for  Selling 

As  selling  is  the  initial  step  in  distribution,  it  is 
necessary  to  consider  the  agencies  for  selling  available 
to  the  merchant-producer.  There  are  three  general 
agencies  to  be  considered.    These  are  (1)  middlemen, 
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(2)  the  producer's  own  salesman,  and  (3)  advertising, 
direct  and  general.  The  business  man  faces  the 
problem  of  what  agency  or  what  combination  of 
agencies  is  the  most  efficient  machinery  for  the  dis- 
tribution of  his  particular  commodity. 

The  method  of  sale  adopted  will  largely  govern  the 
choice  of  agency  to  be  employed.  If  the  sale  is  to  be 
in  bulk,  the  purchaser  seeing  the  actual  goods  before 
the  purchase  is  made,  distribution  through  a  series 
of  middlemen  is  generally  most  feasible.  However, 
such  sale  in  bulk  through  the  producer's  own  sales- 
men is  possible  in  some  cases.  Small  household 
appliances  are  often  sold  in  this  manner  by  door-to- 
door  salesmen. 

If  sale  by  sample  is  the  general  method  adapted  to 
the  commodity  in  question,  middlemen  or  salesmen 
will  often  be  the  more  desirable  agencies.  Many 
commodities  are  distributed  through  middlemen,  the 
sale  at  each  stage  in  the  process  being  by  sample  save 
for  the  final  stage  from  retailer  to  consumer,  where  the 
sale  is  in  bulk.  Direct  salesmen,  perhaps  in  the  ma- 
jority of  cases,  sell  from  sample.  And  even  selling 
by  direct  advertising  alone  is  in  some  cases  adapted 
to  a  method  of  sale  by  sample.  Thus  the  distributer 
by  mail  of  a  conmiodity  which  is  not  bulky  may  enclose 
in  his  direct  advertising  material  a  sample  of  the 
commodity. 

Where  sale  by  description  is  used  exclusively,  adver- 
tising, direct  or  general,  is  likely  to  be  the  most  efficient 
agency.  Yet  here  again  it  is  possible,  tho  generally 
not  economical,  to  distribute  a  commodity  through  a 
series  of  middlemen  and  yet  the  sale  at  each  stage  be 
accomplished  by  description.  And  the  use  of  sales- 
men in  selling  by  description  is  conmion,  as  where 
heavy  machinery  is  sold  by  the  use  of  photographs, 
or  hardware  and  like  commodities  from  catalogs. 
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The  number  of  possible  combinations  of  methods 
and  agencies  renders  the  problem  of  the  producer- 
merchant  an  intricate  one.  It  will  be  seen  that  he 
has  a  difficult  task  in  analyzing  the  market  with  refer- 
ence to  his  goods,  and  in  working  out  that  combination 
of  methods  and  agencies  which  will  give  him  the  most 
efficient  system  of  distribution. 

It  is  necessary,  however,  to  turn  to  a  brief  considera- 
tion of  the  position  of  the  middleman  as  a  part  of  the 
evolution  of  organized  distribution.  The  history  of 
the  middleman's  functions  has  not  yet  been  adequately 
studied,  but  a  tentative  suggestion  may  be  made  in 
default  of  the  fuller  study  which  the  subject  deserves. 

The  Middlebcan  in  Distribution 

The  middleman  is  a  by-product  of  a  complex  indus- 
trial organization.  Chart  IV  shows  in  rough  outline 
the  evolution  of  the  middleman  from  the  early  period 
when  producer  dealt  directly  with  consumer  to  the 
appearance  of  the  orthodox  type  of  distribution  (late 
in  the  eighteenth  centmy  and  in  the  first  quarter  of  the 
nineteenth  centmy)  when  a  complicated  series  of 
middlemen  existed.  It  should  be  noted  that  this 
chart  represents  the  typical  case  of  the  domestic 
product  rather  than  that  of  imported  commodities. 

In  the  more  primitive  barter  economy,  the  producer 
deals  directly  with  the  consumer,  and  middlemen 
take  no  part  in  the  transaction.  In  the  mediaeval 
period,  as  the  handicrafts  become  specialized  occupa- 
tions under  a  town  market  regime,  the  producer  is  a 
retailer  and  sells  directly  to  the  consumers.  Then 
as  the  market  widens,  a  division  of  labor  is  necessary 
and  the  merchant  appears  as  an  organizer  of  the 
market.    The  handicraftsman  becomes  a  steady  worker, 
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no  longer  concerning  himself  with  selling.  He  becomes 
in  many  cases  practically  an  employee  of  the  merchant- 
retailer,  who  provides  the  stock  and  bears  the  risk. 
The  merchant  takes  the  finished  goods  from  the  pro- 
ducer and  sells  them  to  the  consumer. 

Steadily  the  market  widens  imtil  we  find  a  national 
market.  The  merchant  is  no  longer  a  single  inter- 
mediary between  the  producer  and  the  consumer. 
The  merchant  who  takes  the  goods  from  the  producer 
disposes  of  them  to  retail  merchants  who  in  turn 
distribute  them  to  the  consumer.  After  a  long  period, 
we  find  the  producers  gradually  strengthening  their 
financial  position,  and  freeing  themselves  from  the 
control  of  a  single  merchant.  They  become  merchant- 
producers.  They  assume  the  burden  of  production, 
and  dispose  of  the  product  to  various  wholesalers  who 
in  turn  sell  to  retailers,  and  they  to  the  consumers. 
As  a  world  market  appears,  the  producer  disposes  of 
a  part  of  his  product  to  the  export  merchant. 

In  the  early  days  of  the  factory  system,  shown  in 
Chart  V,  we  find  that  the  producers  have  lost  their 
character  as  merchants  and  are  devoting  themselves 
to  the  problems  of  production.  The  pressure  on 
production  has  continued,  and  with  the  increasing 
intricacy  of  industry  producers  have  found  it  necessary 
to  concentrate  their  attention  on  production.  The 
selling  agent  appears  as  a  link  in  the  chain  of  distribu- 
tion to  relieve  the  producer  of  the  task  of  selling  his 
product.  The  selling  agent  undertakes  to  sell  the 
entire  output  of  the  producer,  distributes  it  among 
wholesalers,  who  in  turn  distribute  it  to  retailers,  and 
the  retailers  to  the  consuming  public. 

This  may  be  termed  the  orthodox  type  in  distribu- 
tion, a  type  almost  imiversal  in  the  early  decades  of 
the  nineteenth  centmy,  and  still  common,  as  in  the 
textile  industry  in  New  England. 
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Just  as  the  long  period  of  development  from  a  S3r8tem 
of  barter  economy  to  the  early  decades  of  the  factory 
system  showed  a  continuous  tendency  for  increase  in 
the  number  of  middlemen  intervening  between  the 
producer  and  the  consumer,  so  recent  years  have  shown 
a  growing  tendency  to  decrease  the  number  of  succes- 
sive steps  in  distribution.  The  tendency  is  apparent 
in  nearly  every  industry  and  has  been  clearly  marked 
in  recent  years. 

Under  the  orthodox  type  of  distribution,  with  numer- 
ous middlemen  intervening  between  the  producer 
and  the  consumer,  the  producer  is  in  a  position  of 
disadvantage.  The  fixed  charges  under  which  he 
operates  render  it  necessary  that  he  operate  continu- 
ously. The  outlet  for  his  goods,  however,  is  controlled 
by  middlemen.  Hence  the  middleman  is  able  to 
exert  pressure  upon  the  producer  and  force  a  narrowing 
of  his  margin  of  profit.  To  free  themselves  from  this 
pressure,  the  stronger  merchant-producers  seek  to 
go  around  the  immediate  middlemen,  thus  decreasing 
the  number  of  steps  in  the  system  of  distribution. 

Chart  y  is  an  attempt  to  show  diagranmiatically 
the  development  of  this  tendency  to  decrease  the 
number  of  successive  middlemen.  By  the  use  of 
salesmen  going  directly  to  the  wholesaler  and  by 
advertising  directed  to  the  retailer  the  producer  has 
displaced  the  selling  agent  in  many  cases.  Sometimes 
the  advertising  is  directed  not  only  to  the  retailers 
but  also  to  the  wholesalers.  To  strengthen  still  farther 
his  position  the  producer  will  often  use  advertising 
directed  to  the  consumer  to  build  up  a  demand  for 
his  product.  This  involves  the  necessity  for  a  product 
differentiated  by  trade  mark,  brand,  or  trade  name. 
When  the  producer  thus  directly  builds  up  a  demand 
among  consumers,  he  often  takes  the  further  step  of 
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sending  his  salesmen  to  the  retailer,  thus  omitting  the 
wholesaler  entirely  from  his  system  of  distribution. 

The  most  extreme  step  in  the  process  is  the  complete 
elimination  of  middlemen,  and  the  sale  direct  from  the 
merchant-producer  to  the  consumer,  either  by  advertis- 
ing alone  or  by  salesmen  supplemented  by  advertising. 
Manufacturers  of  specialties  have  lai^ely  adopted  this 
scheme  of  distribution  and  the  enormous  growth  of 
the  mail  order  business  in  recent  years  gives  evidence 
that  in  some  lines  of  distribution  there  are  economies 
in  this  s}rstem. 

The  tendency  to  decrease  the  number  of  middlemen 
is  one  of  the  most  characteristic  features  of  modem 
distribution.  It  promises  to  show  much  greater 
development  in  the  future  if  present  economic  condi- 
tions substantially  continue.  The  attempts  of  asso- 
ciations of  retailers  to  check  the  growth  of  direct 
selling  have  thus  far  not  been  successful.  In  their 
desire  to  force  the  manufacturer  to  dispose  of  his 
product  through  regular  trade  channels  they  some- 
times invoke  the  boycott.  But  our  conunon  state 
statutes,  prohibiting  combinations  in  restraint  of 
trade,  prevent  effective  agreements  to  boycott  pro- 
ducers who  sell  direct.  And  the  advantages  of  direct 
selling  in  some  lines  render  the  producer  willing  to 
incur  the  disfavor  of  the  trade. 

It  should  be  noted,  however,  that  changed  conditions 
might  give  the  middleman  increased  importance. 
Suppose,  for  instance,  that  the  protective  tariff  system 
of  the  United  States  were  to  be  swept  away  and  free 
trade  instituted.  The  middleman  could  then  draw 
upon  the  foreign  producer  for  supphes  of  unbranded 
staple  goods,  which  might  serve  to  increase  his  impor- 
tance as  a  link  in  our  system  of  distribution.  While 
this  would  perhaps  tend  to  increase  the  number  of 
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successive  middlemen  in  some  lines,  it  is  probable 
that  when  the  foreign  producer  in  turn  was  subjected 
to  pressure  by  the  middleman,  he,  too,  would  tend  to 
go  around  him  and  deal  directly  with  the  consumer. 

Analysis  op  the  Functions  op  the  Middleman 

To  understand  what  seems  to  be  a  present  tendency 
to  go  around  the  middleman  as  well  as  to  consider 
the  problem  of  the  merchant-producer  with  reference 
to  the  use  of  middlemen  in  distribution,  it  is  necessary 
to  analyze  the  functions  performed  by  the  middleman. 
Roughly  the  general  functions  may  be  listed  as  follows: 

1.  Sharing  the  risk. 

2.  Transporting  the  goods. 

3.  Financing  the  operations. 

4.  Selling    (communication   of   ideas   about    the 
goods). 

5.  Assembling,  assorting,  and  re-shipping. 

These  functions  were  at  first  taken  over  by  areas; 
that  is,  each  successive  middleman  in  the  series  took 
over  a  part  of  each  function.  Each  took  the  risk  of 
destruction  of  the  goods  while  he  held  title.  Each 
took  the  risk  of  credit  losses.  Each  took  a  share  in  the 
transportation  of  the  goods  along  the  route  from  the 
producer's  stock  room  to  the  hands  of  the  consumers. 
Each  took  a  part  in  financing  the  entire  operation. 
Each  had  a  part  in  the  selling,  disposing  of  the  goods 
he  purchased  to  succeeding  middlemen  and  finally  to 
the  consumer.  And  each  finally  took  a  part  in  as- 
sembling, assorting,  and  re-shipping  the  goods  to  make 
them  physically  available  to  the  consumer. 

But  at  a  relatively  early  date  a  taking  over  of  these 
functions  by  kind  instead  of  by  area  appeared.    Today 
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we  have  what  may  be  termed  functional  middlemen 
in  the  insurance  companies,  direct  transportation 
companies,  and  banks. 

The  insurance  company  is  in  a  real  sense  a  middle- 
man in  distribution.  When  it  insures  the  producer 
against  loss  of  goods  by  fire,  against  credit  losses,  and 
the  like,  it  is  taJdng  over  the  function  of  risk  formerly 
shared  by  successive  middlemen.  Today  the  insurance 
company  will  assimie  practically  the  entire  element  of 
risk.  It  is  possible,^or  instance^  for  a  large  department 
store  to  insure  against  unseasonable  holiday  weather. 
The  insurance  company  differs  from  the  ordinary 
middleman  in  that  it  takes  over  one  function  as  such 
rather  than  portions  of  a  number  of  functions. 

So  improvements  in  direct  transportation  have 
enabled  the  producer  to  turn  to  a  functional  middlo- 
man  to  convey  the  goods  to  the  consmner.  The 
transportation  companies  and  the  express  companies 
are  in  a  true  sense  middlemen  in  distribution,  tho  they 
perform  but  one  of  the  functions  formerly  shared  by 
the  successive  middlemen  who  took  over  functions  by 
area.  The  physical  conveyance  of  the  goods  to  the 
consumer  was  formerly  one  of  the  most  important 
functions  performed  by  a  series  of  middlemen.  Hence 
every  improvement  in  the  agencies  of  direct  transporta- 
tion has  tended  to  modify  existing  systems  of  distribu- 
tion. It  is  this  fact  that  gives  enormous  importance 
to  the  projected  establishment  of  a  parcels  post.  The 
innovation  will,  of  necessity,  carry  with  it  radical  re- 
adjustments in  our  present  system  of  distribution. 

So  the  function  of  financing  the  operations  has 
largely  been  taken  from  the  regular  middleman.  In 
former  times  the  middleman  took  his  part  in  the  burd^i 
of  finance  in  addition  to  his  other  functions.  It  is  true 
today  in  the  textile  industry  in  New  En^and  that  the 
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selling  agent  is  as  much  a  banker  as  a  mere  agency  for 
the  sale  of  the  goods.  This  is  accomplished,  however, 
by  the  selling  agent  endorsing  the  commercial  paper  of 
the  producer,  giving  a  two  name  paper  acceptable  by 
savings  banks  in  that  region,  and  hence  making  pos- 
sible a  lower  rate  of  interest. 

In  most  industries  today  the  bank,  as  a  functional 
middleman,  cares  for  the  element  of  finance  in  the 
operations  of  distribution.  By  advancing  on  goods 
and  on  commercial  paper,  it  largely  absorbs  the  func- 
tion of  finance  in  distribution.  Legislation  providing 
for  an  asset  currency  based  on  commercial  paper 
might  considerably  widen  the  range  of  the  banks' 
activity  in  the  commercial  field. 

Another  development  has  lessened  the  dependence 
of  the  producer  upon  the  middleman  for  financial 
assistance.  The  application  of  the  corporate  form  to 
industrial  organization  has  made  it  possible  to  draw 
together  larger  bodies  of  operating  capital  and  hence 
to  place  the  producer  in  a  stronger  financial  position. 

As  a  result  of  the  development  of  functional  middle- 
men, ready  to  take  over  Hie  functions  of  sharing  the 
risk,  transporting  the  goods,  and  financing  the  opera- 
tions, the  importance  of  the  middleman  for  these 
functions  has  diminished.  There  remain  the  function 
of  selling  (the  communication  of  ideas  about  the 
goods)  and  the  function  of  assembling,  assorting,  and 
re-shipping.  It  is  as  to  these  functions  that  the 
middleman  is  of  most  importance  today. 

Under  the  orthodox  type  of  distribution  which  we 
have  considered  above,  the  producer  is  not  in  any  sense 
a  merchant.  The  selling  agent  takes  upon  himself  the 
initial  distribution  of  the  entire  output.  He  sells  the 
goods  to  the  wholesaler.  The  basis  of  the  sale  is  that 
the  wholesaler  can  dispose  of  the  goods  at  a  profit  to 
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the  retailer.  The  wholesaler  in  turn  sells  the  goods  to 
the  retailer.  Again  the  inducement  to  purchase  is 
not  primarily  quality  or  service  but  the  opportunity 
to  resell  at  a  profit  to  the  actual  consumer.  Only 
when  the  retailer  comes  to  sell  to  the  consumer  does 
stress  fall  upon  quality  and  service,  as  the  inducement 
to  the  sale.  Hence  the  ideas  to  be  conveyed  to  the 
prospective  purchaser  to  create  in  him  a  demand  for 
the  goods  vary  at  different  steps  in  the  complicated 
process  of  distribution,  because  of  the  different  points 
of  view  of  those  who  buy  for  re-sale  and  those  who 
buy  for  consumption.  Price  and  saleability  are  the 
all  important  factors  to  the  middleman;  quality  and 
service  are  as  important  to  the  consumer  as  price. 

The  tendency  of  the  orthodox  system  of  distribution 
of  unbranded  commodities  is  to  turn  the  energies  of 
the  producer  primarily  toward  lowering  the  cost  of 
production  and  hence  the  price  which  he  is  able  to 
offer  the  middleman.  The  influence  of  satisfaction  or 
dissatisfaction  on  the  part  of  the  consumer  comes  to 
him  only  indirectly  through  a  chain  of  middlemen. 
Moreover,  where  the  goods  are  undifferentiated  by 
trade  mark  or  trade  name,  their  identity  is  often  com- 
pletely lost  in  the  successive  stages  of  distribution. 
Even  the  retailer  in  many  cases  concerns  himself  rather 
with  saleability  than  with  ultimate  satisfaction  to  the 
consmner.  Hence,  only  marked  defects  in  quality 
are  likely  to  be  brought  to  the  attention  of  the  pro- 
ducer. Thus  the  producer  loses  the  touch  with  the 
consumer  which  will  assist  him  to  make  improvements 
in  quality  and  service  in  his  goods.  His  attention  is 
not  forced  upon  those  elements  in  the  commodities 
which  he  manufactures.  So  under  the  orthodox 
type  of  distribution  of  unbranded  commodities  the 
standard  of  the  producer  tends  to  become  saleability 
rath^  than  satisfaction  to  the  consumer. 
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Suppose,  however,  the  producer  does  give  conscious 
attention  to  elements  of  quality  and  service  in  his 
goods  which  render  them  more  desirable  from  the 
standpoint  of  the  ultimate  consumer  than  other  goods 
of  like  nature.  Before  the  knowledge  of  these  superior 
points  reaches  the  consumer  it  must  pass  throu^  the 
distorting  medium  of  a  chain  of  middlemen,  who  are  not, 
for  the  most  part,  primarily  interested  in  quality  or 
service  and  no  one  of  whom  ordinarily  gives  undivided 
attention  to  the  single  commodity.  The  ideas  that 
the  retailer  must  commimicate  to  the  consumer  to 
create  in  him  a  desire  for  the  commodity  are  not  the 
ideas  which  the  wholesaler  conveyed  to  the  retailer 
to  induce  him  to  purchase. 

Hence  a  producer  who  has  added  to  his  goods 
special  advantages  in  quality  or  service  finds  it  difficult 
to  convey  to  the  consumer  through  a  chain  of  middle- 
men the  precise  ideas  about  those  advantages  that  will 
lead  the  consumer  to  demtod  his  goods  in  preference 
to  those  of  another. 

These  considerations  render  the  increasing  com- 
mimication  of  ideas  about  the  goods  by  the  producer 
directly  to  the  consumer  an  improvement  of  great 
social  significance  in  our  scheme  of  distribution.  The 
producer  is  forced  to  study  the  consumer's  wants  and 
to  adjust  his  product  to  them.  He  can  no  longer 
devote  his  attention  exclusively  to  cost.  He  realizes 
that  the  consumer's  satisfaction  depends  on  the  quality 
of  the  goods  and  the  service  that  they  render.  These 
become  to  him  considerations  as  important  as  that  of 
cost.  Moreover,  when  he  works  out  in  his  product 
some  improvement  in  quality  or  service  which  more 
adequately  adapts  the  conmiodity  to  the  wants  of  the 
consumer,  he  is  able  to  convey  to  the  consumer  precise 
and  acciu-ate  knowledge  of  these  improvements  and  to 


Digitized  by  VjOOQ  IC 


736  QUARTERLY  JOURNAL  OF  ECONOMICS 

reap  in  increased  demand  for  his  product  the  reward 
for  his  efforts.  Direct  selling  means,  of  necessity,  a 
better  adjustment  of  production  to  the  needs  of  the 
consumer.  Goods  are  being  made  to  satisfy  rather 
than  to  sell. 

Obviously  direct  selling  depends  on  a  differentiation 
of  commodities.  The  producer  can  effectively  com- 
municate ideas  about  his  goods  directly  to  the  con- 
sumer only  when  the  consumer  is  able  to  identify  the 
goods.  Where  the  physical  distribution  is  through 
retail  stores,  the  goods  must  be  distinguished  from 
other  goods  of  like  nature  by  trade  mark,  brand,  or 
trade  name,  or  the  direct  selling  efforts  of  the  producer 
are  wasted. 

The  advantages  of  direct  communication  of  ideas 
about  the  goods  by  the  producer  to  the  consumer  as 
just  outlined  cooperate  with  the  desire  of  the  producer 
to  escape  pressure  exerted  by  the  middleman.  As  a 
result  we  find  in  the  past  half  centmy  and  especially 
in  the  past  decade  a  rapid  adoption  by  producers  of 
agencies  for  direct  communication  of  ideas  about  the 
goods  to  the  consumer.  This  means  that  another 
function  formerly  divided  among  middlemen  is  being 
taken  over  as  a  function.  The  newspapers,  periodicals, 
and  other  advertising  agencies  may  hence  be  termed 
functional  middlemen,  as  were  the  insurance  com- 
panies, the  transportation  companies,  and  the  banks. 
And  with  the  rise  in  importance  of  those  functional 
middlemen  the  position  of  the  old  type  of  middleman 
is  again  weakened. 

We  have  still  to  discuss  the  function  of  assembling, 
assorting,  and  renshipping.  This  function  is  that 
which  renders  the  goods  physically  available  so  that 
an  aroused  demand  can  be  gratified.  Here  the  middle- 
man retains,  for  the  most  part,  his  importance.    To 
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be  sure  we  find  direct  shipment  from  producer  to 
consumer  steadily  increasing.  This  is  to  be  expected 
as  a  consequence  of  the  direct  commimication  of 
ideas  about  the  goods  by  the  producer  to  the  consumer. 
But  in  the  more  important  lines  today  the  consumer 
still  depends  on  the  retail  store  for  the  supply  of  the 
goods  for  which  a  demand  has  been  stimulated  and  the 
retail  store  in  general  turns  for  its  supply  to  the  whole- 
saler. 

The  problem  of  the  distributer  is  two-fold:  (1)  to 
arouse  a  maximum  of  demand,  and  (2)  to  supply  that 
demand  with  a  minimum  of  leakage.  The  second 
phase  of  the  problem  involves  the  elements  of  time, 
convenience,  and  service.  If  the  demand  which  has 
been  aroused  among  consumers  is  to  be  fully  utilized, 
it  must  be  made  possible  for  them  to  obtain  the  goods 
promptly  when  the  demand  arises.  It  must  be  con- 
venient for  them  to  obtain  the  goods.  And  in  many 
cases,  certain  collateral  services  such  as  iostruction, 
demonstration,  and  repairs  must  be  given.  It  is  here 
that  the  retailing  middleman  still  retains  his  impor- 
tance in  most  lines.  If,  when  a  conscious  demand  has 
been  raised  for  a  certain  food  product  by  the  direct 
commimication  of  ideas  about  the  goods  by  the  pro- 
ducer to  the  consumer,  the  latter  is  imable  to  find  the 
product  at  a  convenient  grocery  store,  the  aroused 
demand  is  likely  to  be  ineffective.  Hence  the  producer 
will  often  continue  to  distribute  his  product  through 
the  regular  trade  channels  after  taking  over  the  selling 
function  by  directly  communicating  ideas  about  the 
goods  to  the  consumer.  Distribution  by  mail  order 
and  direct  shipment  by  the  producer  have  thus  far 
proven  applicable  only  to  certain  commodities  and  in 
reaching  certain  sections  and  classes.  The  middleman 
is  a  social  necessity. 
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When  a  producer  begins  to  communicate  ideas 
about  goods  directly  to  the  consumer  to  arouse  a 
demand,  it  is  apparent  that  the  middleman  is  perform- 
ing only  a  part  of  the  fimctions  he  previously  performed. 
On  strict  economic  grounds  the  margin  of  profit  of  the 
middleman  should  be  reduced  in  proportion  to  his 
reduced  functions. 

As  compensation  for  this  reduced  marigb  of  profit 
on  each  sale,  the  middleman  obtains  a  rapidity  of 
turnover  due  to  the  selling  efforts  of  the  merchant- 
producer.  But  the  middleman  is  often  slow  to  see  this 
compensating  feature.  He  usually  resists  any  attempt 
to  reduce  his  discounts  because  the  producer  has  taken 
over  the  selling  function.  If  his  compensation  per 
sale  is  reduced  he  may  refuse  to  handle  the  article.  It 
is  fair  to  say,  however,  that  many  progressive  retailers 
are  appreciating  the  possibilities  of  more  rapid  turn- 
over of  stock  and  are  adjusting  themselves  to  the 
changed  conditions. 

Now  if  the  producer  takes  over  the  selling  function 
and  does  not  reduce  the  discounts  allowed  the  middle- 
man, the  middleman  is  being  paid  for  a  function  he 
no  longer  exercises.  And  ultimately  this  must  come 
out  of  the  pockets  of  the  consumer.  He  is  compelled 
to  pay  twice  over  for  the  exercise  of  a  single  function. 

The  opposition  of  middlemen  to  reduced  compensa- 
tion upon  reduction  in  their  functions  presents  a 
difficult  problem  to  the  producer.  Often  the  producer 
postpones  taking  over  the  function  of  selling  by  direct 
conmnmication  of  ideas  to  the  consumer  because  he 
sees  that  he  must  continue  to  allow  the  middleman 
compensation  for  that  function  if  he  is  to  continue  to 
use  the  middleman  for  the  physical  distribution  of  the 
goods.  Sometimes  the  producer  is  forced  to  establish 
branch  stores  and  so  eliminate  all  middlemen  from 
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his  system  of  distribution.  This,  however,  is  generally 
possible  only  in  large  centers  of  population  and  appli- 
cable only  to  certain  classes  of  goods.  The  system 
of  distribution  through  branch  stores  is  illustrated  in 
its  application  by  certain  large  producers  of  trade- 
marked  shoes. 

It  is,  however,  feasible  in  many  lines  of  trade-marked 
goods  to  take  over  the  assorting,  assembling,  and 
re-shipping  function  of  the  wholesaler  rather  than  to 
continue  to  compensate  him  for  the  selling  function 
no  longer  performed.  For  example,  one  large  paint 
manufacturer,  who  stimulates  a  demand  for  his  branded 
paints  and  varnishes  largely  by  direct  communication 
of  ideas  about  the  goods  to  the  consumer  and  to  the 
retail  paint  dealer,  found  it  desirable  to  drop  out  the 
wholesaler  from  his  scheme  of  distribution.  He  finds 
in  branch  houses  certain  marked  advantages.  (1)  He 
is  able  to  obtain  the  entire  time  of  trained  men,  devoted 
solely  to  the  handling  of  his  products.  (2)  He  obtains 
a  direct  contact  with  the  retail  dealer,  who,  he  finds, 
prefers  on  the  whole  to  buy  directly  from  the  manu- 
facturer. (3)  He  is  enabled  to  carry  larger  and  better 
assorted  stocks  than  the  wholesaler  would  be  willing  to 
carry.  (4)  In  his  experience  the  credit  losses  are  less 
when  the  wholesaler  is  eliminated.  (5)  He  obtains 
better  control  of  general  policy  and  prices.  The 
larger  capital  required  for  a  system  of  branch  houses 
is  an  objection  of  decreasing  importance  owing  to  the 
rapid  increase  in  the  available  capital  fund  and  its 
greater  fluidity.  And  the  increased  need  of  mana- 
gerial ability  is  being  met  by  improved  systems  of 
training  men  for  managerial  responsibilities. 

This. rather  lengthly  analysis  of  the  position  and 
functions  of  the  middleman  in  distribution  is  still  incom- 
plete.  Factors  not  of  an  economic  character  enter.  The 
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business  man  seldom  faces  a  problem  on  purely  eco- 
nomic grounds.  There  is  always  a  himian  element  to  be 
considered,  arising  from  the  character  of  transactions  as 
they  exist  in  actual  conmiercial  life.  One  does  not  buy 
of  a  dealer  solely  upon  narrow  economic  grounds. 
Social  and  personal  considerations  play  their  part. 
Hence,  when  the  business  man  considers  the  position 
of  the  middleman  in  his  own  scheme  of  distribution, 
his  problem  is  complex.  Its  solution  is  likely  to  be 
found  in  the  rise  of  a  class  of  efficient  and  progressive 
middlemen  who  take  advantage  of  the  producer's 
selling  efforts  in  more  rapid  turnover  of  stock  and 
provide  the  necessary  physical  distribution  of  the  goods 
at  a  reduced  percentage  of  profit  on  the  unit  sale  with 
an  increased  annual  profit. 


The  Producer's  Salesman  as  an  Agency 
IN  Distribution 

A  less  detailed  analysis  than  was  necessary  in  the 
case  of  the  middleman  will  be  required  for  the  salesman. 
The  primary  function  for  which  salesmen  are  used  is 
the  conmiunication  of  ideas  about  the  goods  to  the 
prospective  purchaser;  that  is,  the  selling  function. 

The  salesman,  in  the  sense  of  a  man  sent  to  prospec* 
tive  purchasers,  generally  sells  from  sample.  In 
some  few  cases  the  sale  may  be  in  bulk,  the  salesman 
showing  the  prospective  purchaser  the  actual  goods 
to  be  purchased.  And  as  has  been  su^ested,  the 
salesman  may  sell  entirely  by  description,  merely 
showing  the  prospective  purchaser  pictures  of  the 
goods,  as  in  selling  from  catalogue. 

When  the  producer  finds  it  desirable  to  go  around  a 
middleman  and  to  sell  directly  to  a  subsequent  middle- 
man or  to  the  consumer,  he  may  use  for  the  selling 
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function  either  his  own  salesmen  or  advertising,  or 
the  two  in  combination. 

When  one  analyzes  the  salesman  as  an  agency  for 
sale  by  description  in  contrast  with  advertising^  direct 
or  general,  he  must  take  into  account  the  hmnan  ele- 
ment again.  Advertising  has  the  obvious  advantage 
that  you  can  convey  exactly  the  idea  you  wish  to 
convey  in  the  form  you  wish  to  convey  it.  It  lacks, 
however,  the  personality  and  the  timeliness  of  the 
salesman's  visit;  it  lacks  adaptability,  the  opportunity 
to  use  the  mood  of  the  customer  and  all  the  various 
human  factors  that  make  the  salesman  effective. 

More  than  this,  when  the  salesman  has  aroused  in 
the  prospective  purchaser  a  demand  for  the  goods  in 
question,  he  is  on  the  ground  to  close  the  sale  at  once. 
In  the  case  of  advertising,  the  demand  aroused  must, 
in  general,  be  strong  enough  to  lead  the  prospective 
purchaser  to  go  to  some  trouble  before  he  obtains  the 
actual  goods.  Hence  a  less  intensive  demand  may  be 
more  immediately  effective  in  the  case  of  the  salesman 
than  when  advertising  is  concerned. 

It  should  here  be  emphasized  that  the  analogy 
between  direct  salesmen  and  advertising  is  very  close. 
Each  agency  is  largely  used  to  enable  the  producer  to 
take  over  one  function  of  the  middleman,  that  is, 
the  selling  function.  And  in  each  case  the  root  idea 
is  the  same.  The  producer  seeks  to  conunimicate  to 
the  prospective  purchaser  through  one  or  the  other 
agency,  or  a  combination  of  the  two,  such  ideas  about 
the  goods  as  will  create  a  conscious  demand  for  them. 
The  direct  salesman  and  advertising  are  different 
modes  of  accomplishing  the  same  end. 
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Advertisinq  as  an  Agency  in  Distribution 

Advertising  in  the  modem  commercial  sense  is  of 
comparatively  recent  development.  Only  in  the  middle 
of  the  nineteenth  century  did  it  commence  to  be  of 
real  importance  in  the  commercial  world.  And  as 
in  its  early  extensive  use  that  for  the  sale  of  proprietary 
medicines  of  doubtful  value  predominated,  it  was  at 
first  somewhat  in  bad  repute  as  an  agency  in  distribu- 
tion. This  notion  lingers  among  many  economists, 
who  are  satisfied  to  condemn  casually  advertising 
under  the  name  ''  pufiSng/'  and  who  fail  fairly  to 
analyze  its  position  as  an  agency  in  our  scheme  of 
distribution. 

That  there  are  evils  and  abuses  in  connection  with 
advertising  today  may  be  frankly  admitted.  It  is  a 
new  economic  agency,  and  ignorance  of  its  true  function 
causes  wasteful  use.  Moreover  it  lends  itself  to 
conscious  misuse.  So  the  factory  system  carried 
with  it  evils  which  were  far  greater  a  centiuy  ago 
than  today.  And  just  as  the  factory  system,  by 
gathering  together  large  bodies  of  workers,  drew 
attention  to  evils  which  existed  unnoticed  under  the 
domestic  system  of  manufacture,  so  advertising  tends 
to  bring  into  the  lime-light  of  pubUcity  certain  evils 
which  existed  as  well  in  sale  through  other  channels. 
But  these  are  rather  undesirable  and  non-essential 
incidents  than  anything  fundamental  in  the  thing 
itself.  The  evils  must  be  recognized  and  combatted, 
but  should  not  cloud  the  fact  that  advertising  is  today 
an  element  of  tremendous  importance  in  our  economic 
organization.  The  steady  and  remarkable  increase  in 
advertising  evidences  its  efficiency  as  a  selling  force. 
In  the  United  States  we  are  expending  annually 
upon  advertising,  in  its  inclusive  sense,  not  less  than 
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a  billion  dollars.    This  is  a  cold  economic  fact  which 
renders  advertising  worthy  of  serious  analysis. 

Advertising  is  a  necessary  consequence  of  sale  by 
description.  It  has  been  pointed  out  that  so  long  as 
the  prevailing  code  of  commercial  ethics  made  sale  in 
bulk  the  only  practical  method,  the  middleman  was 
an  indispensable  selling  agency.  As  business  morals 
bettered  and  manufacturing  methods  improved  so 
that  a  standardized  product  could  be  turned  out,  sale 
by  sample  appeared.  Then  it  became  possible  for  the 
producer  to  send  his  own  salesmen  with  a  sample  to 
the  prospective  purchaser  instead  of  being  dependent 
solely  upon  the  selling  efforts  of  a  middleman.  And 
then,  when  sale  by  description  appeared,  with  an 
even  higher  ethical  code  and  a  higher  level  of  general 
intelligence,  a  third  selling  agency  became  possible. 
In  advertising,  as  in  selling  through  salesmen,  the 
producer  communicates  ideas  about  the  goods  to  the 
prospective  purchaser  to  raise  in  him  a  demand  for 
the  goods.  While  the  purchaser  demanded  that  he 
see  the  actual  goods  before  purchasing,  sale  by  advertis- 
ing was  impracticable.  While  he  still  required  to  be 
shown  a  sample  of  the  goods,  advertising  was  not  in 
most  cases  feasible.  But  now  that  the  general  average 
of  intelligence  enables  the  prospective  purchaser  to 
gain  an  idea  of  the  goods  without  seeing  them  and 
without  seeing  a  sample,  and  now  that  the  prevailing 
code  of  business  ethics  is  such  that  the  prospective 
buyer  feels  that  he  may  rely  upon  the  description 
given  him,  advertising  becomes  in  many  lines  the  most 
economical  agency  for  the  exercise  of  the  selling  func^ 
tion.  Even  where  the  actual  sale  is  made  by  salesmen 
from  sample,  advertising  is  used  as  a  supplementary 
agency  to  build  up  a  demand  which  the  salesman 
crystallizes.    And  sale  by  advertising  alone  may  be 
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^plied  today  even  where  the  purchaser  demands  to 
see  the  goods  before  concluding  the  purchase,  by 
sending  the  goods  to  him  on  approval. 

Not  only  is  the  modem  development  of  advertising 
dependent  upon  the  possibility  of  sale  by  description, 
but  it  also  depends  upon  the  increasing  differentiation 
of  commodities  by  trade  marks,  brands,  and  trade 
names.  As  before  suggested,  the  producer  cannot 
profitably  convey  to  the  consumer  ideas  about  a  certain 
food  product  which  will  build  up  a  demand  for  that 
product,  unless  the  consumer  is  able  to  identify  the 
particular  product  when  he  goes  into  the  grocery 
store  to  purchase  it. 

Advertising,  then,  may  properly  be  regarded  either 
as  a  substitute  for  middlemen  and  salesmen  or  as 
auxiliary  to  them  in  the  exercise  of  the  selling  function. 
Owing  to  the  rise  of  sale  by  description  and  the  in- 
creasing differentiation  of  commodities,  it  tends  to  dis- 
place in  many  lines  of  distribution  these  other  agencies 
in  whole  or  part  as  a  more  economical  and  efficient 
means  of  communicating  with  the  consumer. 

Advertising,  in  the  sense  here  used,  is  to  be  de- 
fined as  the  communication  to  possible  purchasers  by 
written  or  printed  symbols  of  ideas  about  the  goods, 
designed  to  create  a  demand  for  the  goods.  In  this 
broad  sense  it  includes  not  only  selling  letters  and 
circulars,  but  newspaper  and  periodical  advertising, 
bill-boards  and  window  cards,  electric  signs,  street-car 
advertising,  catalogs,  and  all  the  varied  forms  of 
modem  commercial  publicity.  A  rough  classification 
is  made  between  general  and  direct  advertising.  Gen<- 
eral  advertising  includes  newspaper  and  magazine 
advertising,  bill-boards,  electric  signs,  street-car  adver- 
tising and  the  Uke,  aimed  at  the  general  public  or 
some  section  of  it.    Direct  advertising  is  used  in 
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reference  to  the  sending  of  selling  letters,  circulars,  or 
catalogs  to  the  persons  whose  names  appear  on  a 
mailing  list  and  to  reach  whom  the  material  sent  is 
specially  adapted.  This  classification  is  of  some 
importance  in  discussing  advertising  as  an  agency  in 
distribution. 

We  cannot  here  attempt  an  adequate  discussion  of 
modem  advertising  in  its  varied  phases.  And  it  is 
perhaps  not  necessary,  so  much  is  it  today  forced  upon 
the  attention  of  each  of  us.  To  realize  the  machinery 
now  provided  for  the  direct  communication  of  ideas 
about  goods,  one  has  but  to  consider  that  a  single 
publishing  company  today  reaches  through  two  maga* 
zines  about  three  and  three-quarters  million  families; 
that  there  were  in  this  country  in  1911,  according  to 
the  Statistical  Ahstract,  22,806  newspapers  and  periodi- 
cals. A  fair  measure  of  the  development  of  advertising 
in  recent  years  is  found  in  the  rapid  progress  of  inven- 
tion to  facilitate  advertising,  —  photography,  the  half- 
tone process  of  reproducing  photographs  and  drawings, 
the  three-color  process  for  such  reproduction,  the 
cheapening  and  perfecting  of  papers,  inks,  and  printing, 
and  better  reproducing  machinery. 

Advertising  is  now  being  extended  to  fields  where 
its  use  not  many  years  ago  was  undreamed  of.  Ten 
years  ago  an  advertising  man  would  have  said  it  was 
impractical  to  advertise  papers;  today  enormous 
sums  are  expended  on  general  advertising  of  papers  for 
writing  and  printing.  Advertising  is  even  being  used 
in  fields  other  than  conmiercial  distribution.  The 
railroads  annually  buy  large  quantities  of  newspaper 
space  in  which  they  present  facts  intended  to  build 
up  a  public  opinion  favorable  to  the  railroads  as  a 
check  on  adverse  legislation.  And  advertising  by  the 
railroads  to  secure  passenger  and  freight  traffic  has 
reached  enormous  proportions. 
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It  18  neoeasary  to  indude  in  this  hasty  and  incomplete 
analysis  of  adv^iiong  as  an  agency  in  distribution  a 
reference  to  the  charactv  of  the  demand  aroused  by 
advertising.  Advertising  may  be  said  to  build  up 
three  general  classes  of  demand:  (1)  expressed  con- 
scious demand,  (2)  imeq>res8ed  conscious  demand, 
and  (3)  subconscious  demand. 

The  three  classes  may  be  illustrated  by  supposing  a 
product  for  sale  by  grocers  to  be  advertised  in  a  periodi- 
cal of  large  circulation  by  a  double  page  costing  for 
one  insertion  S8,000.  If  as  a  result  of  the  advertise- 
mmt  30,000  people  go  to  the  grocery  and  buy  the 
product,  60,000  plan  to  purchase  the  product  at  some 
futiue  time  when  such  an  article  is  needed,  and  100,000 
more  become  open  to  a  further  exciting  force,  such  as 
seeing  the  product  at  the  grocery  and  recognizing  it 
as  one  advertised,  then  we  should  call  the  30,000  the 
expressed  conscious  demand,  the  60,000  the  unexpressed 
conscious  demand,  and  the  100,000  the  subconscious 
demand  resulting  from  the  advertisement.  Expressed 
conscious  demand  means  present  sales;  unexpressed 
conscious  demand  means  future  sales;  subconscious 
demand  means  that  the  field  has  been  fertilized  so 
that  future  selling  efforts  will  be  more  fruitful.  Un- 
expressed conscious  demand  and  subconscious  demand 
are  difficult  of  measure  but  must  always  be  taken 
into  account  in  any  consideration  of  the  efficiency 
of  advertising  as  a  selling  agency. 

Purpose  of  Foregoing  Analysis 

What  has  gone  before  has  all  been  by  way  of  anal3rsis* 
The  general  problem  of  distribution,  the  present  day 
differentiation  of  products,  the  price  policies  open  to 
the  producer,  the  methods  of  sale,  and  the  three  chief 
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selling  agencies  have  all  been  subjected  to  hasty 
review.  This  has  been  rendered  necessary  by  the 
fact  that  neither  economists  nor  business  men  have 
previously  made  such  an  analysis. 

Tho  what  follows  is  by  way  of  practical  su^estion 
to  the  business  man,  the  social  significance  of  the 
problem  must  not  be  forgotten.  While  a  more  syste- 
matic handling  of  distribution  problems  means  to  the 
business  man  bxisiness  success,  a  better  organization 
of  distribution  means  to  society  the  prevention  of  an 
enormous  annual  waste.  It  is  not  idone  that  a  con- 
siderable part  of  the  billion  dollars  annually  expended 
on  advertising  is  wasted,  that  expenditures  are  often 
unwarranted  and  ill-directed,  and  that  the  distributer 
often  fails  to  take  advantage  of  the  demand  aroused 
by  making  the  goods  physically  available  at  the  time 
and  place  they  are  wanted,  but  also  that  our  cumber- 
some and  chaotic  system  of  distribution  adds  materially 
to  the  cost  of  goods  to  the  consumer.  It  is  to  the 
costly  and  awkward  machinery  of  distribution  that 
the  Tariff  Board  refers  in  its  Summary  of  the  Report 
on  the  Cotton  SchedtUe,  submitted  to  the  President, 
March  22,  1912:  — 

'^  On  account  of  more  costly  methods  of  distribution 
in  this  country  from  producer  to  consumer,  the  latter 
pays  a  decidedly  higher  retail  price  than  the  European 
consumer,  even  in  the  case  of  fabrics  on  which  the  cost 
of  production  and  the  mill  price  are  as  low  here  as 
there." 

Nor  is  the  social  importance  of  improvements  in 
distribution  a  matter  merely  of  reducing  the  cost  of 
products  to  the  consumer.  Our  ill-organized  system 
of  distribution  means  that  the  consumer  is  not  able 
readily  and  accurately  to  satisfy  his  needs.  And  this 
unfortunate  condition  is  not  inevitable. 
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While  it  is  true  that  up  to  this  time  the  facts  of 
distribution  have  not  been  gathered,  described,  and 
classified  in  such  a  way  as  fully  to  indicate  tendencies 
and  underlying  principles,  yet  the  way  is  open  to  a 
better  organization.  The  business  man  must  apply  to 
the  problems  of  distribution  methods  of  systematic 
study  that  have  been  successful  in  other  fields  of  human 
knowledge.  There  is  an  increasing  need  of  scientific 
research  methods  in  business.  As  business  becomes 
more  highly  integrated,  mere  intuition  must  play 
a  smaller  part,  and  a  scientific  approach  to  the 
problems  arising  is  demanded.  And  a  scientific  ap- 
proach to  the  problems  of  distribution  is  feasible. 

The  ordinary  business  man  today  markets  his  prod- 
uct by  rule  of  thumb.  He  gambles  on  his  business 
instinct.  The  success  or  failure  of  a  selling  campaign 
is  almost  his  sole  source  of  knowledge  as  to  whether 
his  business  instinct  was  a  safe  guide.  If  his  past 
experience  with  other  commodities  has  indicated  that 
one  agency  or  another  of  selling  is  more  efficient,  then 
he  will  adopt  that  agency  for  conmiodities  which  he 
subsequently  attempts  to  market.  If  he  compares 
the  different  agencies,  it  is  through  the  average  cost  of 
selling  by  one  or  another  agency.  Thus  if  he  finds  over 
a  short  period  that  the  average  cost  of  selling  a  product 
through  middlemen  is  less  than  the  average  cost  of 
selling  it  through  salesmen  and  advertising,  he  rdies 
solely  upon  the  former  method.  He  does  not  wait  to 
analyze  the  market  as  a  basis  for  his  consideration  of 
the  most  economical  agency.  As  an  advocate  of  one 
particular  method  of  selling,  he  does  not  always  realize 
that  an  agency  which  is  most  economical  for  distribu- 
tion in  one  section  or  stratum  of  the  market  may  not  be 
so  in  another.  And  least  of  all  does  he  systematically 
test  the  ideas  to  be  conveyed,  and  the  very  forms  of 
expression,  that  are  the  basis  of  his  selling  efforts. 
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Analysis  of  the  Mabket 

The  business  man  must  first  realize  the  intricacy 
of  the  problems  he  has  to  solve.  He  must  analyze 
his  market.  Enough  has  been  said  to  indicate  the 
complexity  of  the  market  problem.  The  business 
man  faces  a  body  of  possible  purchasers,  widely  dis- 
tributed geographically,  and  gdiiowing  wide  extremes 
of  purchasing  power  and  felt  needs.  The  effective 
demand  of  the  individual  consumer  depends  not  alone 
upon  his  purchasing  power  but  also  upon  his  needs, 
conscious  or  latent,  depending  upon  his  education, 
character,  habits,  and  economic  and  social  environment. 
The  market,  therefore,  splits  up  into  economic  and 
social  strata,  as  well  as  into  geographic  sections. 

The  distributer  cannot  disregard  the  geographic 
distribution  of  the  consuming  public.  He  may  be  able 
to  sell  profitably  by  salesmen  where  the  population  is 
dense,  while  such  method  of  sale  would  be  unprofitable 
in  a  region  where  there  is  a  sparse  population.  If  he 
bases  a  judgment  upon  the  average  cost  of  selling  by 
salesmen  for  the  whole  market,  he  may  well  go  wrong, 
since  the  average  might  show  that  the  use  of  such  an 
agency  was  on  the  whole  profitable,  while  yet  in  some 
sections  entering  into  the  average  the  use  of  salesmen 
was  actually  unprofitable.  Again,  it  might  be  eco- 
nomical for  the  distributer  to  establish  his  own  branch 
stores  in  the  denser  urban  centers,  while  in  the  sparsely 
populated  regions  he  could  most  profitably  distribute 
his  product  through  the  regular  channels. 

If,  then,  a  sound  system  of  distribution  is  to  be 
established,  the  business  man  must  realize  that  each 
distinct  geographic  section  is  a  separate  problem. 
The  whole  market  breaks  up  into  differing  regions. 

Equally  important  is  a  realization  of  what  may  be 
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termed  the  market  contour.  The  market,  for  the 
purposes  of  the  distributer,  is  not  a  level  plain.  It  is 
composed  of  differing  economic  and  social  strata. 
Seldom  does  the  ordinary  business  man  appreciate 
the  market  contour  in  reference  to  his  product.  Yet 
obviously  the  success  of  the  producers  of  trade-marked 
hats  depends  upon  a  realization  of  this  element  of 
market  contour.  The  distributer  of  a  staple  hat  at 
13.00  appeals  to  different  economic  and  social  strata, 
faces  different  considerations,  and  finds  different 
selling  methods  necessary,  as  compared  with  distribu- 
ters selling  a  $5.00  trade-marked  hat,  or  those  distribu- 
ters selling  $4.00  or  $6.00  trade-marked  hats.  Differ- 
ences in  economic  and  social  strata  to  be  reached  are 
as  important  as  differences  in  geographic  location  and 
density,  if  a  sound  system  of  distribution  is  to  be 
worked  out. 

Take  the  distributer  who  seeks  to  map  out  a  selling 
campaign  for  a  Catholic  publication.  It  is  essential 
that  he  take  into  account  not  merely  the  geographic 
distribution  of  the  Catholic  population  in  the  United 
States,  the  regions  where  it  is  relatively  dense,  and  the 
regions  where  it  constitutes  a  small  element  in  the 
population,  but  also  he  must  take  into  account  the 
distribution  of  that  population  through  the  economic 
strata  of  society.  A  method  of  distribution  successful 
in  New  Orleans,  where  the  Catholic  population  is 
dense  and  spread  through  all  economic  strata  of  society, 
might  well  fail  if  applied  in  Maine,  where  the  Catholic 
population  is  relatively  sparse  and  found  mostly  in 
the  lower  economic  strata. 

A  careful  analysis  of  his  market,  then,  by  areas  and 
by  strata,  b  the  first  task  of  the  modem  distributer. 
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Choice  of  Agencies  in  Distribution 

Nor  does  the  merchant-producer  ordinarily  realize 
how  intricate  is  his  problem  as  to  the  agency  or  com- 
bination of  agencies  that  will  be  most  efficient  in 
reaching  his  market.  As  has  been  su^ested  above, 
the  business  man  often  adopts  one  method  and  becomes 
an  advocate  of  it,  disregarding  entirely  other  methods. 
While  the  method  adopted  may  be  more  efficient  than 
any  other  single  method,  it  is  apparent  that  a  method 
which  is  relatively  efficient  in  reaching  one  area  may 
be  inferior  to  another  method  in  reaching  another 
area.  And  so  a  system  of  distribution  which  has 
proven  very  effective  in  reaching  one  economic  stratum 
may  be  relatively  inefficient  when  employed  to  reach 
a  different  economic  stratum  in  society. 

The  problem,  then,  of  working  out  the  most  effective 
combination  of  agencies  is  a  most  complicated  one. 
Each  distinct  area  and  economic  stratum  must  be 
treated  as  a  separate  problem,  and,  moreover,  the 
economic  generalizations  embodied  in  the  Law  of 
Diminishing  Returns  must  be  taken  into  account  in 
choosing  that  combination  of  selling  agencies  which 
will  give,  in  the  aggregate,  the  most  efficient  organiza- 
tion of  the  market. 

Thus  the  distributer  may  find  as  he  extends  his  opersr 
tions  in  his  inmiediate  territory,  geographically,  that 
his  selling  cost  steadily  decreases,  but  that  when  he 
further  extends  his  market  the  selling  cost  increases. 
He  may  find  that  in  more  distant  areas  selling  by 
salesmen  ceases  to  be  profitable,  and  there  he  will 
perhaps  establish  a  more  economical  system  of  selling 
by  a  combination  of  salesmen  and  circular  letters. 
That  is,  he  may  reduce  the  number  of  visits  by  sales- 
men by  one-half,  and  supplement  their  efforts  by  a 
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series  of  circular  letters  or  more  personal  correspondence. 
In  even  more  distant  areas,  it  may  be  necessary  to 
eliminate  the  salesmen  entirely  and  to  sell  only  by 
direct  advertising. 

Perhaps  enough  has  been  said  above,  in  analyzing 
the  functions  of  the  middleman  and  the  extent  to 
which  the  rise  of  functional  middlem^i  has  made 
alternative  agencies  of  distribution  possible,  to  free 
us  from  the  necessity  of  here  pointing  out  at  length 
how  complicated  is  the  problem  presented  when  the 
business  man  balances  distribution  through  middlemen 
against  direct  selling  through  salesmen  and  advertising. 

Attention  must  be  called,  however,  to  considerations 
that  enter  when  one  compares  the  use  of  salesmen 
with  the  use  of  different  forms  of  advertising.  The 
business  man  will  often  judge  between  different  selling 
agencies  solely  upon  the  basis  of  the  direct  return 
over  a  short  period.  In  discussing  advertising  we 
spoke  of  three  classes  of  demand  aroused  by  selling 
effort:  (1)  expressed  conscious  demand,  (2)  unexpressed 
conscious  demand,  and  (3)  subconscious  demand. 
The  direct  and  immediate  return  from  selling  efforts 
depends  solely  on  expressed  conscious  demand.  But 
the  business  man  must  take  into  accoimt  the  unex- 
pressed conscious  demand  and  the  subconscious  demand. 
Suppose  a  smoking  tobacco  is  advertised.  A  man 
notices  the  advertisement,  reads  it,  and  decides  that 
at  some  future  time  he  will  try  it,  and  perhaps  months 
later  does  so.  This  is  not  reflected  in  the  direct  imme- 
diate returns,  yet  clearly  is  a  result  to  be  taken  into 
account.  Or  suppose  a  man  merely  notices  the  adver- 
tisement. At  a  later  date  when  purchasing  tobacco, 
he  is  shown  the  advertised  brand  with  other  brands. 
The  advertised  brand  being  vaguely  familiar  to  him 
from  the  advertisement,  he  purchases  it  in  preference 
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to  the  others.  Here,  too,  the  aroused  demand  would 
be  of  a  degree  not  reflected  in  direct  immediate  returns, 
yet  of  value  to  the  distributer. 

It  is  obvious,  then,  that  if  one  were  balancing  the 
advantages  of  selling  through  salesmen  as  against 
selling  through  advertising  in  whole  or  part,  he  should 
consider  not  only  the  expressed  conscious  demand 
reflected  in  the  direct  immediate  returns  but  also  the 
lesser  d^rees  of  demand  which,  while  not  immediately 
effective,  tend  to  render  subsequent  selling  easier. 

Thus  a  salesman  might  make  fifty  calls  at  an  expense 
of  $100,  and  ten  sales  might  result  from  his  efforts. 
Or  for  the  same  $100,  5,000  pieces  of  direct  advertising 
might  be  mailed,  resulting  perhaps  in  only  eight  sales. 
Or,  perhaps,  if  the  same  $100  were  used  for  the  inser- 
tion of  a  page  advertisement  in  100,000  of  the  circula- 
tion of  a  standard  magazine,  only  six  sales  would  result. 
Now  it  is  apparent  that  judging  by  the  direct  results, 
the  salesman  is  the  most  efficient  agency  of  distribu- 
tion, the  direct  advertising  next,  and  the  magazine 
advertising  least  efficient.  But  the  distributer  must 
bear  in  mind  that  th«^  are  grades  of  demand  which 
do  not  become  effective  immediately,  and  must  take 
into  account  that  while  the  salesman  made  ten  sales 
he  had  only  forty  opportiuuties  to  create  these  lesser 
grades  of  demand,  while  the  direct  advertising  gave 
4,992  opportunities  for  the  creation  of  demand  falling 
short  of  expression,  and  the  magazine  advertising, 
perhaps,  49,994  such  opportunities,  assuming  for  our 
present  purpose  that  the  advertisement  was  seen  in 
one  half  the  copies  by  one  person.  This  is  not  an 
improbable  supposition  as  each  copy  of  a  magazine 
is  usually  read  by  several  persons. 

A  soimd  selling  policy,  then,  must  be  built  up  on  a 
careful  analysis  of  the  market  in  areas  and  strata. 
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and  upon  a  detailed  study  of  the  proper  ageney  or 
combination  of  agencies  to  reach  each  area  and  stratum, 
taking  into  account  always  the  economic  generaliza- 
tions expressed  in  the  Law  of  Diminishing  Returns. 
It  must  also  take  into  accoimt  not  only  the  direct 
results  obtained  from  the  use  of  one  or  the  other  agency 
over  a  short  period^  but  also  the  less  measurable  results 
represented  by  the  imexpressed  conscious  demand 
and  subconscious  demand,  which  go  to  aid  future  sdling 
campaigns. 

Laboratory  Study  op  Distribution 

All  this  tends  rather  to  give  a  general  sense  of  direc- 
tion than  to  serve  as  a  practical  and  tangible  method 
of  handling  a  specific  problem  of  distribution.  A 
clear  grasp  of  the  problem  through  a  careful  analysis 
is  the  first  step  in  solving  difficulties.  To  suggest  any 
ciu*e-all  or  even  any  panacea  for  the  existing  mal- 
adjustments in  distribution,  even  were  it  possible,  is 
not  the  purpose  of  this  paper.  The  very  complications 
revealed  by  analysis  indicate  the  inadequacy  of  any 
single  remedy.  But  it  is  possible  to  face  the  problem  of 
remedy  as  well  as  of  diagnosis  in  a  scientific  spirit,  — 
to  introduce  what  may  be  termed  the  "  laboratory 
method." 

The  crux  of  the  distribution  problem  is  the  proper 
exercise  of  the  selling  function.  The  business  man 
must  convey  to  possible  purchasers  through  one  agency 
or  another  such  ideas  about  the  product  as  will  create 
a  maximum  demand  for  it.  This  is  the  fundamental 
aim,  whatever  the  agency  employed.  Hence  this  is 
the  point  where  a  scientific  study  of  distribution  must 
first  be  applied.  How  is  the  business  man  to  deter- 
mine what  ideas  are  to  be  conveyed  to  the  possible 
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purchaser  and  what  form  of  expression  is  best  adapted 
to  such  conveyance  ? 

Here,  as  elsewhere  in  distribution,  the  ordinary 
business  man  is  today  working  by  rule  of  thumb. 
He  guesses  at  the  suitable  ideas  and  forms  of  expression, 
and  gambles  on  his  guess.  On  the  basis  of  his  a 
priori  selection  of  ideas  fitted  to  build  up  a  demand 
for  his  product  and  of  a  form  of  expression  suited  to 
effectively  convey  the  ideas,  he  invests  tens,  even 
himdreds,  of  thousands  of  dollars  in  a  selling  campaign. 

The  more  able  business  men,  to  be  sure,  seek  to 
determine  those  facts  about  their  goods  that  will 
attract  the  attention  of  the  possible  purchaser  and 
awaken  in  him  the  desired  reaction,  that  is,  a 
demand  for  the  article.  They  study  in  a  general 
way  the  points  of  superiority  in  quality  and  service 
possessed  by  their  products  as  compared  with  other 
goods  of  like  kind. 

They  also  seek  guides  as  to  the  form  in  which  the 
ideas  should  be  conveyed,  in  the  general  principles  of 
style,  all  based  on  the  fundamental  notion  of  con- 
serving the  prospective  purchaser's  mental  energy  by 
cutting  down  the  friction  of  communication.  They 
know,  for  instance,  that  they  should  use  short  familiar 
words  expressing  their  exact  shade  of  meaning;  that 
they  should  give  preference  to  figurative  language; 
that  they  should  suggest  a  concrete  image  only  after 
the  materials  of  which  it  is  to  be  made  are  conveyed; 
that  they  should  avoid  abstraction  and  generalization 
where  possible;  that  when  they  are  suggesting  the 
reaction  desired  their  language  should  become  quick, 
sharp,  and  compelling. 

These  things  the  more  efficient  business  men  know 
and  apply.  But  all  this  is  a  priori.  The  need  is  for  a 
method  of  practical  test  that  will  enable  us  to  try  out 
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selling  ideas  and  forms  of  expression,  under  laboratoiy 
conditions,  as  it  were,  before  the  investment  of  thou- 
sands and  hundreds  of  thousands  of  dollars  is  staked 
on  the  success  of  the  selling  campaign. 

Mention  has  been  made  of  the  annual  e3q>enditure 
of  not  less  than  a  billion  dollars  in  advertising.  Un- 
questionably an  extremely  large  percentage  of  this  is 
wasted.  This  means  not  merely  individual  loss,  but 
social  loss.  It  is  a  diversion  of  capital  and  productive 
energy  into  improfitable  channels. 

The  causes  of  this  waste  are  numerous.  The  com- 
modity in  question  may  be  one  not  possessing  those 
elements  of  quality  and  service  which  constitute  the 
basis  for  a  demand  on  the  part  of  the  consuming  public. 
If  the  goods  advertised  are  not  adapted  to  satisfy  a 
need,  conscious  or  subconscious,  of  consumers,  the 
advertising  cannot  be  effective.  Attempting  to  sell 
a  thing  that  nobody  needs  is  wasted  effort 

Again,  the  medium  used  for  the  communication  of 
the  ideas  about  the  goods  may  not  be  one  that  reaches 
the  particular  economic  or  social  stratum  in  which 
possible  purchasers  of  the  commodity  lie.  Hence 
the  ideas  fail  to  create  a  demand  because  they  do  not 
reach  those  in  whom  a  latent  need  for  the  commodity 
exists. 

Another  important  cause  of  advertising  waste  is 
in  the  failure  to  take  advantage  of  aroused  demand. 
The  distributer  often  fails  to  give  proper  attention  to 
the  matter  of  the  mechanical  distribution  of  the  goods. 
There  results  a  considerable  leakage  in  demand  from 
the  inability  of  persons  in  whom  a  demand  has  been 
created  to  obtain  the  goods  at  the  time  when  desired. 

But  the  great  cause  of  waste  is  probably  the  fact 
that  the  ideas  about  the  goods,  or  the  form  in 
which  those  ideas  are  conveyed  to  possible  purchasers, 
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proves  ill-adapted  to  secure  the  desired  reaction,  and 
thus  to  create  in  the  consumer  an  effective  demand. 

If  "^e  can  apply  to  this  pressing  problem  of  advertising 
^waste  methods  of  study  which  have  proven  efficient  in 
other  fields,  the  gain  is  clear.  The  engineer  does  not 
choose  material  for  a  bridge  by  building  a  bridge  of  the 
material  and  waitii^  to  see  whether  it  stands.  He 
first  tests  the  material  in  the  laboratory.  That  is 
^what  the  business  man  must  do. 

The  statistician  turns  in  his  problems  to  the  law  of 
averages.    He  is  familiar  with  what  are  termed  mass 
phenomena.    He  knows  that  he  can  leam  something 
of  the  average  height  of  a  body  of  people  by  studying 
the  heights  in  a  group  of  a  few  thousands  of  people 
drawn  at  random  from  the  larger  body.    Provided 
that  the  smaller  group  is  not  so  selected  as  to  prevent 
it  being  typical  of  the  larger  body,  and  provided  the 
group  is  large  enough  to  render  the  law  of  averages 
applicable,  the  statistician  knows  when  he  has  deter- 
mined the  average  height  of  the  smaller  group  that  it 
will  roughly  coincide  with  the  average  height  of  the 
larger  group. 

This  method  of  study  can  be  applied  by  the  business 
man  in  testing  the  ideas  and  forms  of  expression  to  be 
used  in  a  selling  campaign.  In  direct  advertising, 
the  mailing  of  selling  letters,  circulars,  or  catalogs  to 
prospective  pimshasers  to  draw  from  them  an  order  for 
goods  as  evidence  of  an  awakened  demand,  you  have 
a  stimulus  and  response  adapted  to  direct  statistical 
measurement.  The  numba*  of  responses  per  thousand 
communications  can  be  determined.  Here  is  the 
agency  that  the  business  man  can  employ  in  testing, 
under  what  are  equivalent  to  laboratory  conditions, 
the  ideas  and  forms  of  expression  that  seem  to  him 
best  adapted  to  awaken  a  demand  for  his  product. 
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Suppose  the  producer  of  a  food  product  is  planning 
a  campaign  to  reach,  not  the  consumer,  but  the  grocers 
of  the  country.  Now  the  whole  body  of  deal^s,  laige 
and  small,  bundling  groceries  numbers  something  like 
250,000.  Let  the  distributer,  after  working  out  a  set 
of  ideas  and  forms  of  expression  which  seem  to  him 
likely  to  be  effective  in  arousing  the  desired  demand, 
test  this  material  by  mailing  it  to  say  1,000  grocers. 
The  group  selected  must  be  large  enough  to  give 
typical  results  and  it  must  not  be  so  selected  as  to  be 
distinct  in  character  from  the  whole  body  of  grocers. 
Granting  these  elements,  the  distributer  can  deter- 
mine the  number  of  responses  from  the  1,000  grocers 
to  whom  the  communication  was  sent,  and  can  estimate 
from  that  result  the  average  response  per  thousand 
of  communications  that  would  have  been  obtained  if 
the  same  ideas  in  the  same  form  of  expression  had  been 
conveyed  to  the  whole  body  of  250,000  dealers  in 
groceries  in  the  country.  He  can  then  test  by  means 
of  direct  mailing  to  another  group  of  1,000,  a  varying 
set  of  ideas  or  vaiying  form  of  expression.  And  so  on 
with  another  modification  of  the  selling  material. 
Thus  it  will  be  possible  to  determine  what  ideas,  in 
what  arrangement,  and  in  what  form  of  expression, 
are  most  effective  to  arouse  the  desired  demand. 

That  the  plan  suggested  is  practical  is  indicated  by 
the  results  of  such  an  intensive  study  presented  in 
Table  I.  Here  are  shown  the  results  of  '^  tests  "  and 
the  results  of  complete  mailings.  The  tests  here  cov- 
ered only  one  stratum  of  society,  a  mailing  list  of 
bankers  being  used.  The  purpose  of  the  selling  material 
mailed  was  to  obtain  orders  for  certain  publications. 
Various  forms  of  "  copy "  were  tested  by  mailing, 
usually  to  500  names  on  the  list.  Where  the  return  on 
any  test  exceeded  the  minimum  standard  of  twenty 
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BANKERS'  TESTS 
MiNDcuM  Standard  »  20  pbb  M. 


Testa 

Mmilinga 

MateriiJ 
Mailed 

Date 

No.  of 
pieoee 
maUed 

Total 

orders 

iBoeived 

""y^' 

Data 

No.  of 
pieoes 
maUed 

Total 

orders 

received 

Nonpar 

1909 

1909 

A* 

3/30 

500 

3 

6 

A« 

3/30 

500 

5 

10 

B» 

8/13 

500 

6 

12 

B* 

9/13 

500 

3 

6 

O 

9/15 

500 

4 

8 

O 

9/15 

500 

3 

6 

9/15 
9/15 

453 
500 

61 
18/ 

»{ 

9/27 

19,943 

360 

18 

E 

9/16 

500 

7 

14 

Ft 

9/21 
9/21 

500 
500 

24\ 
12/ 

«{ 

11/23 

16,511 

589 

35 

G 

10/18 

1,000 

30 

30 

11/28 

1910 

21,790 

643 

29.5 

H 

11/16 
1910 

500 

11 

"{ 

1/24 
1/24 

6,554 
16,039 

165) 
390) 

24 

I 

4/11 
4/11 

500 
500 

121 
12/ 

«{ 

5/5 
5/4 

6,810 
12,154 

145) 
336) 

25 

Note.  — Where  the  same  letter  appears  with  different  ezponento  under  **  material 
maiied  *'  it  indicates  that  on  the  test  mailins  resulto  were  kept  separately  for  tha 
same  material  mailed  to  two  small  groups. 

orders  per  thousand  communications  the  material  was 
mailed  to  the  complete  list.  In  only  one  case  did 
the  complete  mailing  fail  to  show  an  average  return 
per  thousand  communications  substantially  the  same 
as  that  derived  from  the  test  mailing.  In  the  case  of 
Test  T>\  mailed  September  15,  1909,  the  return  is 
clearly  out  of  proportion  to  the  r^ults  from  the  mailing. 
The  same  material  mailed  on  the  same  date,  however 
(Test  D*),  gives  for  a  similar  small  group  a  return  much 
closer  to  the  results  obtdned  from  the  final  mailing. 
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When  a  Tninimnm  standard  as  low  as  twenty  is  used, 
and  the  test  group  numbers  only  500,  there  is  danger 
that  the  average  will  be  disturbed  as  by  one  individual 
sending  in  several  orders.  The  larger  the  test  group 
the  more  exact  an  index  will  it  give  as  to  the  results 
which  vrill  be  obtained  from  a  complete  mailing. 

This  method  of  studying  ideas  and  forms  of  expres- 
sion in  direct  advertising  would  be  important,  even 
tho  its  usefulness  did  not  extend  beyond  direct  advertis- 
ing. It  would  permit  one  to  guide  a  widely  extended 
direct  advertising  campaign  by  an  investigation  rela- 
tively inexpensive. 

But  the  importance  of  the  method  described  does 
not  end  with  direct  advertising.  Remember  that  the 
root  idea  is  the  same  whatever  the  agency  for  selling 
employed.  Selling  is  accomplished  by  conmiimicating 
to  the  possible  purchaser  ideas  about  the  goods  calcu- 
lated to  build  up  in  him  a  demand  for  the  goods. 
These  ideas  may  be  communicated  through  middlemen, 
salesmen,  general  advertising  or  direct  advertising. 
Since  the  ideas  are  the  same,  whatever  the  agency  for 
communication,  the  business  man  can  determine  in 
his  direct  selling  laboratory,  what  ideas  and  in  what 
combination  are  the  most  effective  selling  material. 
He  can  then  carry  over  to  selling  by  other  agencies 
the  results  there  obtained. 

Suppose  an  extensive  periodical  campaign  is  under 
consideration.  The  distributer  contemplates  spending 
perhaps  hundreds  of  thousands  of  dollars  upon  advertis- 
ing in  certain  periodicals.  What  can  the  '^  distribu- 
tion laboratory "  do  to  determine  the  ideas  to  be 
conveyed  and  the  forms  of  expression  to  be  used  to 
create  the  desired  demand  ?  Now  the  circulation  of 
a  periodical  to  be  used  may  run  into  the  himdreds  of 
thousands  or  even  into  the  millions.    The  business 
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man  wishes  to  test  the  response  that  will  result  from 
the  commmiieation  to  this  enormous  body  of  sub- 
scribers of  certain  ideas  expressed  in  certain  forms. 
Not  only  can  he  work  out  the  most  effective  ideas, 
the  most  effective  arrangement,  and  the  most  effective 
forms  of  expression  through  the  agency  of  direct  mail- 
ing, but  he  can  even  test  the  final ''  copy ''  itself,  just 
as  it  vrill  appear  in  the  periodical,  by  mailing  it  directly 
to  relatively  small  groups.  Moreover,  he  can  test 
the  response  to  it  found  in  differing  strata  of  society. 
Ideas  adapted  to  build  up  a  demand  for  a  conmiodity 
in  one  economic  and  social  stratum  may  prove  inef- 
fective when  dealing  with  another.  The  importance 
of  this  method  lies  in  the  fact  that  most  periodicals 
circulate  within  certain  fairly  well  defined  economic 
and  social  strata.  The  ideas  and  forms  of  expression 
that  are  most  effective  in  one  periodical  hence  may  be 
relatively  ineffective  if  used  in  another  that  reaches 
a  different  stratum. 

Equally  important  is  the  application  of  the  suggested 
method  of  study  to  selling  through  salesmen.  The 
more  progressive  business  men  today  train  the  sales- 
men in  a  certain  basic  "  selling  talk.''  That  is,  certain 
ideas,  in  a  certain  order,  and  in  certain  forms  of  expres- 
sion, are  impressed  upon  them  as  likely  to  build  up 
a  demand  for  the  article  on  the  part  of  possible  pur- 
chasers. The  basic  "  selling  talk  "  is  not,  of  course, 
repeated  parrot-like  by  the  salesman,  but  does  serve 
as  a  foundation  for  his  talks  to  possible  buyers. 

Here  again  the  laboratory  idea  can  be  applied.  The 
whole  structure  of  the  selling  talk  can  be  built  up  on 
the  ideas,  order  of  arrangement,  and  forms  of  expression 
established  as  the  most  efficient  in  creating  demand 
through  the  medium  of  direct  advertising.  One  need 
but  appreciate  the  fundamental  identity  of  the  selling 
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function,  through  whatever  ageney  exercised^  to 
realize  that  the  results  obtained  in  experiments  in 
direct  adv^ising  can  be  carried  over  to  sdling  by 
salesmen. 

Note,  too,  that  the  general  principles  upon  which 
the  ''  testing  "  method  depends,  apply  when  we  sedc 
to  study  the  possibilities  of  the  whole  market  by  the 
intensive  cultivation  of  one  section  of  it.  A  localised 
selling  campaign,  narrow  in  extent,  will  give  relatively 
exact  data  from  which  the  possibilities  of  a  nation- 
wide campaign  of  like  character  may  be  judged. 
Obviously,  if  our  law  of  averages  holds  good,  we  may 
carry  over  the  results  obtained  in  one  section  to  other 
sections,  and  hence  at  small  cost  guide  a  widespread 
campaign. 

The  exact  data  that  can  be  obtained  through  such 
''  testing  "  methods  permit  a  more  scientific  considera- 
tion of  the  decreasing  returns  obtained  if  one  agency 
is  used  beyond  a  certain  point.  Hence  a  better 
combination  of  agencies  is  possible,  with  a  view  to  the 
greatest  aggregate  efficiency. 

When  a  business  man  contemplates  puttii^  a  new 
product  on  the  market,  a  serious  problem  is  the  price 
at  which  it  shall  be  sold.  Take  the  case  of  the  intro- 
duction of  a  product  like  the  safety  razor,  at  what 
price  is  the  product  to  be  sold  ?  In  such  case  the 
business  man  seeks  to  determine  what  price  will  give 
him  the  best  net  roturn,  all  things  considered.  Now 
the  method  of  study  developed  above  will  permit  the 
business  man  to  determine  by  actual  test  the  effective 
demand  that  can  be  built  up  at  different  price  levels 
in  different  economic  and  social  strata.  Hence  he 
can  fix  the  price  on  the  basis  of  relatively  exact  data, 
rather  than  on  a  mere  guess. 

Again,  the  laboratory  method  here  suggested  lends 
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itself  to  a  determination  of  what  elements  of  quality 
and  service  in  a  given  product  are  deemed  most  essen- 
tial by  the  consumer.  The  effectiveness  of  the  ideas 
conveyed  in  building  up  a  demand  reflects  the  intensity 
of  human  wants  as  to  the  elements  of  quality  and 
service  described.  The  producer  can  sound  the  con- 
sumer and  can  better  adapt  his  product  to  the  con- 
sumer's felt  needs. 

Thus  an  entire  selling  campaign  can  be  directed  on 
the  basis  of  what  may  be  termed  laboratory  study. 
The  empirical  methods  of  the  ordinary  business  man 
may  be  supplemented  by  scientific  methods  that 
have  proven  eflGicient  in  other  fields. 

The  above  practical  suggestions  have  been  directed 
primarily  to  the  business  man  struggling  with  his 
immediate  problems;  yet  it  may  be  well  to  emphasize 
once  more  the  social  importance  of  the  suggestions. 
It  is  not  merely  that  a  large  annual  waste  in  advertising 
can  be  eliminated.  Our  whole  qrstem  of  distribution 
is  in  chaos.  And  the  chaotic  conditions  in  distribution 
mean  that  matter  is  ill-adjusted  in  form  and  place  to 
human  wants.  Only  as  systematic  and  widespread 
study  along  the  lines  indicated  is  given  to  the  problems 
of  distribution,  can  we  build  up  an  organized  body  of 
knowledge  as  to  the  facts  and  principles  involved. 
And  only  on  the  basis  of  an  organized  body  of  knowl- 
edge about  distribution  can  we  hope  to  work  out  a 
more  efficient  organization  of  distribution. 

And  to  this  end  the  business  man  must  codperate 
with  the  scientist  of  the  university.  Much  can  be 
done  by  the  trained  student  in  his  laboratory  or  in 
his  study  that  will  be  of  practical  value  in  making 
possible  a  more  efficient  oi^anization  of  distribution. 
The  experimental  psychologist  can  do  much  to  work 
out  general  principles  that  will  aid  the  business  man 
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in  solving  definite  selling  problems.  The  difficulty 
has  been  that  the  laboratory  worker  does  not  have 
brought  to  his  attention  the  specific  problems  of  the 
business  man. 

Similarly,  the  universities,  through  investigators 
trained  in  economics,  can  gather  and  correlate  data 
upon  distribution  that  will  be  of  enormous  practical 
value.  They  should,  through  research  bureaus,  study 
such  problems  as  the  cost  of  distribution  in  the  various 
industries  at  different  stages.  And  gradually  a  body 
of  organized  knowledge  of  the  actual  facts  of  business 
will  arise.  It  is  by  development  along  such  lines 
that  future  improvements  in  the  system  of  distribution 
will  be  made  possible. 

Conclusion 

Distribution  is  one  of  the  two  great  departments  of 
business.  Industry  is  concerned  with  the  application 
of  motion  to  matter  to  change  its  form  and  place. 
The  change  in  form  we  term  production;  the  change 
in  place^  distribution.  The  end  in  each  case  is  the  same: 
a  better  adjustment  of  matter  to  the  wants  of  man. 

For  centuries  we  have  been  concentratii^  our  atten- 
tion on  production;  distribution  has  b^en,  until  of 
late,  a  neglected  field.  Hence  distribution  offers  the 
most  pressing  problems  of  the  day. 

An  attempt  has  h^re  been  made  to  outline,  from  the 
standpoint  of  the  business  man,  the  pressing  problems 
of  distribution,  and  to  urge  a  scientific  study,  leading 
to  a  better  organization.  That  the  indicated  method  of 
approach  is  practical  has  been  shown  by  presenting 
as  an  illustration  the  actual  results  of  one  such  intensive 
study.  It  must  be  remembered,  however,  that  this 
18  only  an  example,  intended  to  indicate  the  point  of 
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view  and  general  method  of  approach.  It  does  not 
purport  to  offer  a  solution  of  the  intricate  problems  of 
distribution. 

The  aun  here  is  not  only  to  lead  bushiess  men  to 
turn  to  their  individual  problems  of  distribution  with  a 
new  point  of  view  and  with  a  new  method  of  study, 
but  also  to  lead  economists  to  give  to  much  neglected 
problems  the  benefit  of  trained  intelligence  and  scien- 
tific methods. 

A.  W.  Shaw. 

Habyabd  nNiYmuaiTT. 
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TUDOR  "BOOKS  OF  RATES":  A  CHAPTER 

IN  THE  HISTORY  OF  THE  ENGLISH 

CUSTOMS 

SUMMARY 

Dates  of  BookB  of  Rates  prior  to  1568,  that  usually  acoqpted  as  the 
first,  766.  —  Metropolitan  rates  (1507-36)  precede  the  natknial  valuar 
tioDS,  768.  —  Increase  of  valuations  in  1558  and  1610,  769.  — The 
Books  contain  valuations,  not  specific  duties,  ezo^t  in  the  case  of 
doth,  770.  —  Other  contents,  771.  —  The  chief  motives  for  the  issue 
of  the  earlier  Books  were  the  desire  for  national  uniformity  and  the 
need  for  reform  of  customs  frauds,  772.  —  For  the  later  books  not  the 
loss  of  Calais  revenue  but  the  necessity  of  adjustment  to  price  changes 
and  the  increase  of  indirect  taaoition,  773. 

From  the  sixteenth  century  to  the  time  of  the  younger 
Pitt,  the  history  of  the  customs  revenue  of  England 
is  closely  associated  with  the  successive  Books  of 
Rates.  But  despite  the  interest  of  these  Books  there 
is  little  reliable  information  concerning  their  origin. 
The  following  study,  based  on  the  sources,  aims  to 
determine  the  dates  of  the  earlier  Books,  the  nature 
of  their  contents,  and  the  reasons  for  their  issue. 

The  Book  of  Rates  of  1583  explicitly  states  that  the 
rates,  or  official  valuations  for  customs  purposes,  were 
issued  by  Queen  Mary  in  the  first  year  of  her  reign,^ 
and  the  Book  of  1604  implies  the  same.*  To  the 
authors  of  these  two  Books,  as  to  Gilbert,*  no  earlier 
Rates  than  Mary's  were  known.  Dowell,  writing  in 
1888,  assumes  tiiat  Mary's  were  the  first;    issued, 

>  BodkiMi  libniy.  Donoe  C  7a 
a  R.  O..  K.  B.  Curtona,  178/8. 

•  Sir  GMiffragr  Gflbcrt,  A  TnaliM  on  tht  Coat  of  EmIwqiMr,  p.  906  a708). 

7M 
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however,  not  in  the  first  but  in  the  last  year  of  her 
reign.  ^  This  date,  1558,  has  been  generally  accepted' 
There  is  good  evidence,  however,  that  Mary  was 
not  the  first  sovereign  to  issue  a  Book  of  Rates.  And 
in  spite  of  Gilbert's  view,'  it  seems  clear  that  the 
earliest  general  Book  listing  fixed  valuations  could 
not  have  been  issued  before  1509-10,  since  the  poundage 
grant  of  Henry  VIII  kept  the  old  clause  that  the  mer- 
chant's declaration  on  oath  of  the  value  of  his  goods 
was  to  be  accepted.^  The  corresponding  poundage 
grant  of  Mary  omits  this  clause,'  as  does  that  of  Edward 
VI,  inserting  the  significant  phrases,  ''  and  so  after 
the  rates." '  Watts,  in  his  Bibliotheca  Britannicaj 
refers  to  a  Book  of  Rates  of  1550,^  no  copy  of  which, 
however,  have  I  found.  But  there  is  in  the  Bodleian 
Library  a  Book  of  Rates  clearly  dated  1545,  and  this 
is  a  reissue  of  an  earlier  Book.'  At  the  Record  Office, 
the  original  order  for  the  issue  of  the  first  general 
Book  of  Rates  is  dated  1536.'  The  wording  of  the 
general  orders  accompanying  the  Book  indicates  that 

t  A  Hitlofy  of  TaaftkA  Mid  Tum  in  Endud,  I.  p.  170:  "  TIm  old  i^stam  of 
imtiat  monliMMliM  for  tlio  poundage,  upon  tho  value  m  mrom  by  the  marahant,  waa 
auperaeded  bj  a  fixed  Taluation.*' 

I  Cunningham,  Giowth  of  EngUdi  Induatry  and  Oommewe  (4th  ed.).  toI.  i,  p.  549. 
Atton  and  Holland,  The  King'a  Cuatoma  (1006),  p.  00. 

•  **  TIm  Book  of  Ratea  aaema  to  be  aa  andent  aa  the  thinsr-fint  of  Ed.  I  for  tlMnbf 
the  MerehanU  agreed  to  be  ehaiged  with  the  PMnd  Rate  aeeoiding  to  Vahie  and 
aueh  a  Pound  Rate  could  hardly  be  ireil  and  equally  aanat  without  a  Book  of  Rataa; 
ainoe.  without  aueh  a  Book,  the  Cuatoma  would  be  liable  either  to  the  Oath  of  the 
Marebant,  or  the  Oppraaiion  of  the  Oflloer."    Treafciae,  pp.  228,  224. 

«  1  Heniy  Vm,  e.  20.    The  exeeption  to  thia  rule  ia  eonatdered  below. 

•  1  Maiy.  St.  2,  o.  18. 
«  1  Bd.  VI,  e.  18. 

•  *'  The  Ratea  of  the  Cuatom-Houae,  both  inward  and  outward,  newly  eoireeted. 
London,  1660,  8vo.'*  printed  by  Nichoba  HylL 

•  The  title  of  thia  reada:  "  The  ratea  of  the  ouetome  houaa  bothe  inward  and  out- 
ward, the  differenee  of  meaaurea  and  wejrghta  and  other  oonunoditiea  very  newiarye 
I6r  aD  marehantea  to  knowe  newly  eorreetyd  and  imprynted.  An.  MDXLV."  Printed 
by  Rich.  Kele. 

•  R.  O.,  St.  P.,  Henry  VIU,  voL  118,  fola.  120-140. 
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this  was  the  first  national  Book  of  Rates  ever  made 
in  England;  ''  None  of  the  Raats  of  merchandisis  in 
no  port  within  the  Reme  doth  agre  one  with  another 
at  this  day." 

On  the  other  hand,  in  the  year  1532,  there  was  a 
petition  of  foreign  merchants  concerning  official  valu- 
ation, which  elicited  the  reply  that  the  system  had 
been  in  vogue  over  20  years,^  in  other  words,  previous 
to  1512.  Another  diplomatic  document  of  an  earlier 
date,  1507,  implies  the  existence  of  such  a  sjrstenL' 
There  is  also  a  long  paper  roll  of  date  1532,*  giving  the 
official  valuations  of  goods  made  in  1507.  And  the 
report  of  the  royal  commission  of  1553  refers  to  the 
Book  of  Rates  of  the  same  year,  1507.^ 

The  apparent  conffict  of  statements  and  facts  may 
be  explidned  by  the  hypothesis  that  this  list  of  rates 
was  for  one  port  only,  not  general.  The  port  was 
probably  London,  for  in  the  drawing  up  of  the  Rates 
London  customs  officials  were  the  only  officials  consulted 
along  with  the  Merchants  Adventurers  of  London, 
and  the  list  of  rated  conmiodities  resembles  London's 
imports,  as  shown  in  the  customs  accoimts,  more  than 
those  of  any  other  port.*    Furthermore,  the  evidence 

t  R.  O..  St.  p..  Heniy  Vin,  vol.  69.  fol.  2Ub.  SoliMia.  Eofliahe  HandefaiMlitik 
n,  p.  367.  Tb«  lUtw  wen  UkewiBe  the  mbjMt  of  foreicn  McoiiatioM  in  1566  (Br. 
M.,  GftlbA,  C  n.  fol.  207).  MMy  had  oonnderad  the  poHibiKty  of  foraicn  objeetioB 
before  iawiag  her  Retee  (Br.  hL,  Titoe,  B  IV,  foL  189). 

a  Br.  M..  HioL.  388.  foL  19;  Scfaans.  II,  eeo.  115. 

•  Br.  M..  Add.  Ch,,  16677,  inMoorately  oetelocnMl  aa  *'  Rate  of  prieea  of  wane 
for  euatom  due  from  Merohant  Adventuiera,  1607, 1532.'*  (Ghartera  and  BoDa,  Indas 
Looonim.  460.)  The  preface  of  thia  dooument  reada:  *'  A  Rate  made  of  the  ptky 
of  alhnanftr  off  warya  by  the  kynci  oownaeU  and  by  the  adTyoe  (of  the]  aonroyor  4 
eowntrawlera  A  ooatemera  off  the  porte  of  london  and  the  merehanU  adrenteieca  of  the 
aame  with  other  the  xr  daye  of  July  in  the  zzii  yere  of  the  Rayne  of  ower  Soveiacne 
locde  Kyng  Hary  the  Vllth  the  aame  to  induer  A  to  oontynew  fonrer  duiynff  the 
kynci  pleaure.'* 

«  Br.  M.,  Add..  30198,  fola.  43  ff. 

*  Schana,  tho  with  little  eridence  before  him,  oonohided  that  there  waa  "in  all 
probability  for  aome  warea  a  new  rating  "  under  Henzy  VII,  and  that  thia  remained 
"  quite  unaltered  "  under  Heniy  YIU.    Hia  aUtement  haa  been  ignored  by  Bntliih 
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from  the  customs  ledgers  in  the  years  following  1507 
indicates  that  the  London  valuations  had  not  been 
established  in  the  other  ports,  for  their  rates  differed 
both  from  London  and  each  other.^  We  may  distin- 
guish, therefore,  a  period  of  metropolitan  of&cial 
valuation  (1507-1536),  preceding  that  of  national 
valuation  when  the  London  rates  were  made  general 
for  the  Kingdom,  and  printed  in  book  form. 

When  the  valuations  are  compared  it  is  seen  that 
the  Tudor  Books  of  Rates  fall  into  two  groups.  Of 
the  Books  issued  in  1507,  1532,  1536,  1545,  and  1550, 
the  two  of  1532  and  1545  (now  accessible,  one  at  the 
British  Museum  and  the  other  at  the  Bodleian  Library) 
show  that  the  rates  continued  unchanged  when  the 
London  official  valuations  were  made  national  in  1536. 
The  second  group  of  Books,  b^inning  in  1558,'  and 
continuing  in  1583,  1586,  and  1590,  raise  the  valuations 
by  approximately  75  per  cent  on  the  average  and  keep 
them  without  change  to  the  end  of  Elizabeth's  reign. 
Walsingham  had  apparently  contemplated  a  reform 
of  the  rates  but  Elizabeth  postponed  this  step  ^^  untill 
tyme  of  more  peacible  trade."  •  The  next  alteration 
of  valuations  was  made  in  the  Books  of  Rates  of  1604  ^ 
and  1610.*  When  compared  with  the  official  prices  of 
1558,  those  of  1610  show  an  average  increase  of  about 
100  per  cent. 

As  is  indicated  by  this  statement  in  regard  to  the 

>  See,  for  example,  the  eoeoiints  of  Seadwieh  end  lonm.  R.  O.,  K.  R.  Customs, 
laO/l  (Budwieh,  ^-5  Heuy  Vm);  ibid..  95/6  (I^nm.  9-10  Heniy  Vin);  ibid.. 
iaO-184  OEtaadwieh.    11-13  Heuy  Vm);   ibid..    130-137  CSendwieh.  28-24  Heniy 

vra). 

s  Br.  M..  Add..  26007  (wrongly  deeimirted  ss  **  Table  of  Customs  Duties,  temp. 
Heuy  Vnr*).  liken  are  referencee  to  an  iaroe  of  a  Book  of  Rates,  28  May.  4  and 
6  Philip  and  liiary  (1668)  in  Lansd.  8.  no.  70. 

•  Br.  M..  Titos.  B  IV,  fols.  803.  304. 
«  R.  O.,  K.  R.  Customs,  178/8. 

•  London  Customs  House.    The  book  is  labelled  with  the  date  1611. 
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changes  of  prices  of  commodities  listed  in  the  official 
valuations  of  the  Books  of  Rates,  the  Tudor  issues  of 
the  Books  were  concerned  primarily  with  the  values 
at  which  dutiable  goods  were  to  be  rated,  not,  as  in 
the  nineteenth  century,*  with  the  specific  duties.  One 
exception  should  be  made,  in  the  case  of  the  specific 
duties  on  exported  cloth,  which  had  been  levied  by 
prerogative  of  the  Crown  since  1302-03.  In  1558 
the  custom  and  subsidy  on  exported  cloth  were  amal- 
gamated and  this  duty  was  greatly  increased.  But 
while  this  was  the  only  instance  of  an  avowed  specific 
duty,  the  system  of  official  valuations  on  other  exports 
and  on  imports  in  effect  converted  the  older  ad  valorem 
duties  to  a  specific  basis.  For  example,  wax  exported 
by  denizens  had  been  subject  to  a  duty  of  12d.  per  £, 
or  a  5  per  cent  ad  valorem  duty,  reckoning  the  value 
at  the  time  and  place  of  exportation.  Henceforth, 
according  to  the  earliest  Book  of  Rates,  a  hundred 
poimds  of  wax  were  to  be  valued  at  40s.,  making  the 
duty  equivalent  to  a  specific  rate  of  2s.  per  hundred 
poimds.* 

The  first  Book  of  Rates  did  not  include  all  articles 
subject  to  an  od  valorem  duty.  The  scope  was  widened 
in  later  issues.  Late  in  Elizabeth's  reign,  eighteen 
dutiable  articles  were  outside  the  Book  of  Rates,*  and 
in  1604,  some  goods,  such  as  diamonds  and  other  jewels, 
were  declared  unsuitable  for  such  valuation.^  In 
1685,  when  goods  were  not  rated,  the  merchant  was 
called  upon  to  take  the  "  Oath  ad  vatarem^"  •  as  indeed 

>  This  WM  the  OMe  with  The  CustomB*  Book  of  Rates  published  in  1842. 

>  The  only  esrly  Book  of  Rates,  hitherto  at  all  well  known,  that  of  16eO  (Statatef. 
12  Car.  n.  c.  4).  unlike  the  Tudor  Books,  did  not  make  all  its  valuations  wboKy  inde- 
pendent of  the  fluctuating  i^oes  of  the  moment. 

a  R.  O..  K.  R.  Customs,  196/7. 

«  n>id..  173/3. 

•  MS.  **  Books  of  Instraetion,  Stooktoo.  107»-1714/'  in  Stoekton  Cuitoins  Hoom. 
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was  the  case  in  1787,  if  there  were  any  goods  not 
included  among  the  specific  rates.^ 

It  is  necessary  to  differentiate  the  history  of  the 
valuation  of  articles  of  export  and  import  from  the 
history  of  the  Book  of  Rates.  Long  before  any  Book 
was  issued,  a  customary  rating  had  been  developed, 
as  is  seen  in  the  case  of  cloth,  the  most  important 
single  article  of  export  in  the  sixteenth  century.  Even 
in  the  fourteenth  and  fifteenth  centmies,  the  short 
white  cloth,  the  cloth  of  assize,  was  regularly  valued  at 
408.^  And  this  rate  held  till  1558,'  when  the  specific 
cloth  dues  supplanted  the  earlier  duties.  Cloth  was 
probably  an  extreme  case,  but  it  nevertheless  illustrates 
the  general  tendency  toward  a  nominal  valuation, 
below  the  market  price. 

An  interesting  feature  of  the  cloth  duties  was  the 
equating  of  the  numerous  varieties  of  cloth  to  the 
standard  white  cloth.  Thus  a  piece  of  Bridgewater 
paid  custom  as  half  a  short  white  cloth,  or  a  Tavistock 
as  one  sixth.  This  had  been  the  practice  at  an  earlier 
date,^  and  it  was  apparently  made  general  in  1536.* 

In  addition  to  the  official  valuations  of  a  large  num- 
ber of  articles  of  foreign  trade  and  the  specific  cloth 
duties,  the  Books  of  Rates  contained  other  matters, 

>  S7  QwMie  m.  e.  IS,  f  17. 

•  R.  O.,  K.  R.  Ctutomi,  09/8  (6  Rie.  U). 

•  Cf.  Br.  M..  Laaad..  S,  no.  70;  QtXbm,  C  I.  foL  283  (about  1S68);  Bodleiaii,  Douoa 
C70. 

Woad  alao  had  anjoyad  (at  London)  a  euatonaiy  mfemc  or  Taluation  of  ISt.  4d. 
per  bale.  TUa,  at  any  rate,  waa  the  aiwertion  in  IflOT  of  the  Breton  mevobanta  who 
wen  objeoting  to  new  and  atrance  ratee.    Br.  M..  HaiL.  288,  foL  10. 

«  R.  O.,  K.  R.  Cuetoma,  96/87  (8  Nov.,  1458).  A  Hanae  uMvobant  exported  ftom 
I^na*'8etnightanialdns2eloth8eaatom2f."  See  alao  ibid.,  6^17  (21-22  Heniy 
VU). 

•  R.  O..  St.  P..  Heniy  Vm.  YoL  118,  fola.  129-140:  "  Conemsmt  the  makync  of 
woBan  eiotha  and  hofrmany  of  everjr  aort  fhaflbe  ahmyd  for  a  eloth."  A  fttDar  atate- 
OMBt  18  to  be  found  in  the  Book  of  Rataa  of  1888  (BodliMn.  Donee  C  70).  See  alw 
K.  R.  Ooatoine.  173/8  (1804). 
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8ueh  as  taUes  <rf  weig^tB  and  measures  and  other 
inf onnation  useful  to  merchants  engaged  m  the  foreign 
trade  as  wdl  as  to  the  customs  officials.  This  addi- 
tional matter  became  m  the  Stuart  p^od  a  more 
important  dement.  Some  <rf  the  Books,  mdeed,  were 
laigdy  ^en  over  to  general  instructions,  to  easDr 
mercial  statutes,'  and  orders  at  the  time  in  force. 

Various  motives  may  be  aseigned  fw  the  issue  of 
the  Books  of  Rates.  The  preamble  to  the  Rates  of 
1507  states  no  reason  for  the  innovation.  The  orders 
of  1536  suggest  that  price  change  may  have  had 
influ^ice,  since  it  is  asserted  that  prices  woe  hi^ier 
''  by  the  one  half  and  more  than  they  were  in  times 
past."  But  a  comparison  of  the  valuations  of  1536 
with  those  of  1507  reflects  no  such  rise,  and  there 
seems  to  be  no  considerable  difference  between  the 
first  official  valuations  of  1507  and  the  eariier  customary 
valuations.^  It  is  probable  that  the  eariier  Books  of 
Rates  represent,  in  the  main,  the  desire  of  the  Govan- 
ment  for  order  and  national  unif onnity  in  the  collec- 
tion of  the  customs.  Coupled  with  this  was,  periiaps, 
the  effort  to  check  fraud  and  collusion  between  the 
customs  officials  and  the  merchants,  so  long  a  subject 
of  complaint.' 


&  The  fini  bounly  aot  on  eon,  tor  inetemw,  eppeeied  ia  the  Book  of  'Ret—  el  167&I 
See  my  ertade  in  this  Jounial,  t6L  znr,  p.  419. 

s  See  R.  C,  K.  R.  CuitoDe.  79/12. 

•  See,  for  esMnple.  the  eomplaint,  imder  Hcniy  Vm,  of  the  "  NeoUcene  4  Igno- 
lane  of  meay  the  Unci  offeeen,**  end  *'  the  i^  enttyll  4  onfCj  ynveneiune  ee  well 
of  the  mefeheimte  of  this  Reehne  ee  of  menhMmt  etnucnB."  (R.  0.,  St.  P.,  Heniy 
Vni,  ToL  118.  Mm,  129  ff.)  "  Item  the  etelync  of  Curtome  of  SOkee  by  eattiyM 
■tnmiiBn  yn  exoedyng  rneeme  whetf oc«  ther  miiet  be  derieee  wtebHiMlmt  for  the 
Idns  to  be  anewefed  of  tiko  tnie  enetome."     (Br.  M.,  Titae.  B  1. 148b.  aSSS).) 

Cvnninchem  emphniwie  the  frende  on  the  eoetoma  niv«Due  in  hie  eeeoont  of  Meiy** 
Book  of  Rntee  (Growth,  I.  M9).  Of  intereat  in  thie  eonaeetion  ie  the  edrioe  to  Ek«iirii 
merehanti  in  an  EUmbethan  tnet  on  tnde,  written  probably  by  a  Weat  Countfy 
marobant:  *'  yon  miMt  take  hede  that  yon  gree  with  the  eoatomeri  for  your  eoatome 
before  yon  hnd  your  warm  for  tbegr  will  pee  with  yon  for  two  in  the  hnadert  others 
wyaetbeywillmakeyimpayeVmorXintbehondart.'*  (R.  O.,  St.  P..  Dom.,  BUa^ 
▼ol.  226.  no.  M  (1696  7).) 
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The  second  group  of  the  Books  of  Rates,  begmning 
with  that  of  1558,  has  been  explained  by  Gilbert  and 
Dowell  as  due  to  the  loss  of  the  Calais  duties  and  the 
necessity  of  obtaining  compensation  by  an  increase 
in  revenue  from  the  port  duties  in  England.^  It  is 
true  that  Queen  Mary's  Book  of  Rates  was  probably 
issued  a  few  months  after  the  fall  of  Calais,  but  that 
the  new  rates  were  to  compensate  any  loss  of  revenue 
from  the  Calais  customs  is  highly  unlikely.  There 
was  no  additional  revenue  from  duties  levied  at  Calais. 
Staple  commodities  paid  a  custom  and  subsidy  when 
exported  from  England  to  Calais  and  none  when 
exported  from  Calais,'  and  the  local  tolls  and  minor 
charges  at  Calais  were  insufficient  to  meet  the  expenses 
of  maintaining  this  military  outpost.  When  the 
place  fell  there  was  no  fiscal  loss,  but  on  the  contrary 
a  relief  from  the  constant  drain  of  Calais  deficits.'  It 
is  improbable,  furthermore,  that  the  Staplers,  in  their 
petition  of  1560,^  were  coirect  in  holding  that  the 
reduction  in  wool  exports  was  due  to  the  termination 
of  the  staple  at  Calais.  The  wool  trade  had,  in  fact, 
commenced  to  decline  before  Calais  was  lost  to  England 
since  it  was  being  displaced  by  the  growing  manufac- 
ture and  exportation  of  domestic  cloth,  and  this  change 
was  recognized  in  the  readjustment  of  rates  in  1558. 

It  is  not  necessary  to  have  recourse  to  such  a  post 
hoc  propter  hoc  argument  as  the  fall  of  Calais  to  explain 
the  new  departure  in  customs  policy  marked  by  Mary's 
Book  of  Rates.    The  documents  themselves  indicate 

X  Gilberi.  TtmIim.  226;  DoiPeD,  1, 179.    Cf.  Cimnfaghatn,  Growth,  I.  60a 

•  R.  O..  K.  R.  Ctutomi,  166/8;  L.  T.  R.,  Foraicn  Aeets.,  1  Rio.  m.  no.  17;  Br.  M., 
Add..  80108.  fol.  38. 

•  For  the  year  4-6  Ed.  VI.  the  ordinary  eipeneee  of  Cdaie  were  £9673,  4m.,  Id., 
the  income  from  aU  aooraee  £4686,  12t.,  7K,  the  defioH  £6286,  lit..  6i<i.  (Br.  M., 
Add.,  80196.  fob.  88,  39.    Cf .  atao  A.  Jenokee.  The  Staple  in  Endand.  19.) 

«  R.  O.,  St.  P..  Dom.  EUa..  yoL  16,  no.  61. 
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the  causes  for  the  change.  The  arrangement  of  the 
previous  Books  was  bad,*  and  they  omitted  some 
articles  of  trade  which  in  a  later  period  were  included, 
such  as  com  of  all  kinds,*  haberdashery,  and  upholstery 
wares.*  The  great  rise  in  prices  necessitated,  further- 
more, an  increase  in  valuations/  But  most  urgent 
was  the  need  of  raising  a  greater  revenue  from  indirect 
taxation,*^  when  Governmental  expenditure  was  growing 
and  any  great  addition  to  direct  taxation  would  have 
been  diflScult  and  dangerous.  The  Book  of  Rates  of 
1558  was  issued  at  a  crisis  in  financial  affairs,  and 
Mary's  Coimcil  introduced  a  new  stage  in  the  history 
of  the  customs  revenue  when  they  established  the 
difference  between  valuations  "by  agreement"  and 

t  See  the  prafaoes  to  the  edittons  of  1583  and  1600  (Bodleian,  Douoe  C  70;  and 
Br.  M..  C.  40  b  20). 

s  See  the  hooka  of  1546, 1568,  and  1583. 

>  Br.  M.,  Add.,  80108.  fol.  48  (6  Ed.  VI). 

«  This  is  emphatically  stated  by  the  royal  oommiasionen  of  8  Ed.  VI,  who  v^  * 
list  of  valuations  tocether  with  their  market  price,  as  follows:  — 

Articles                                 Book  of  Rates  BCarint 

Valuation.  Fries. 

Canvas  of  Normandy,  per  C *£1     lOt.  Od.  £S      (k.  Od. 

Qoth,  Holland,  per  piece 0    12      0  16  0 

Fustian,  per  bale  *10      0      0  25      0  0 

Iron,  per  ton *2      0      0  28      0  0 

Madder,  per  bale •2    10      0  6      0  0 

Oa,  per  ton *4      0      0  80      0  0 

Sarcenet  of  Flormoe  *8      0      0  8      0  0  «r 

0      0  0 

Say,  per  piece 0    10      0  16  0 

Silks,  per  yard  - 0      7      8  10  0 

Thread,  outenall.  per  dosen *0      6      0  0    16  0 

Velvets,  out  of  grain,  per  yard 0      7      8  10  0 

Wainscott,  per  C 2      0      0  8     0  0 

Worsted,  Russell,  the  broad  0    10      0  1    10  0 

Worsted,  Russell,  the  narrow  —      0      6      8  10  0 

Total  27    18      8    113    17      0 

*  The  valuations  of  1507. 

»  Br.  M.,  Add.,  30108,  fol.  43  (8  Ed.  VI).    It  is  '*meet"  to  take  measures  for 
*'  the  profttt  of  this  Custom  "...  additioaal  xetums  from  new  rates  **  were  rmf 


TUDOR  ''BOOKS  OF  RATES''  775 

valuations  '^  altered "  according  to  the  pleasure  or 
necessities  of  the  Crown.^  It  was  the  importance  of 
the  change  thus  made  which  at  a  later  date  probably 
led  even  high  officials  to  regard  this  as  the  first  Book 
of  Rates. 

The  Book  of  Rates,  at  first  issued  as  a  measure  of 
official  reform  and  national  imiformity,  became  not 
only  a  fiscal  institution,  yielding  a  large  additional 
revenue  by  an  increase  in  the  valuation  of  goods,*  but 
the  agency  through  which  was  later  developed  the 
policy  of  protection  to  English  industries.' 

N.  S.  B.  Grab. 

>  Br.  M.,  Thus.  B  lY,  fol.  129. 

<  The  inereaw  in  revenue  WM  £20.000  y«Ml7  (ibid.,  fols.  303,  a(H). 

•  The  psefeoe  to  the  Book  of  Rates  of  1611  ie  one  of  the  most  important  earijr 
official  etatements  of  meroantilist  policy.  (London  Cuetom  Houae,  The  Rates  of 
Merehandisss.  8  Jao.  I.) 
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DYER  AND  MARTIN'S  LIFE  OF  EDISON  ^ 

This  book  deserves  the  attention  of  economists,  not  only 
because  it  throws  light  on  important  phases  of  the  economic 
history  of  onr  time,  but  because,  being  largely  an  auto- 
biography, it  may  contribute  to  an  understanding  of  the 
psychology  of  the  inventor  and  business  leader.  True, 
the  book  is  not  from  Mr.  Edison's  pen;  but  it  has  been 
written  with  his  aid,  and  bears  a  formal  statement  that 
it  is  published  with  his  consent.  The  authors  have  been 
intimately  associated  with  Mr.  Edison,  and  one  of  them 
(Mr.  Dyer)  is  now  counsel  for  the  Edison  Liaboratory. 
The  preface  states  that  "  a  great  deal  of  the  narrative  is 
given  in  Mr.  Edison's  own  language,  from  oral  or  written 
statements  made  in  reply  to  questions  addressed  to  him." 

Mr.  Edison  has  been  much  more  than  an  inventor.  He 
has  been  almost  through  the  whole  of  his  career  an  organizer, 
manager,  investor.  He  has  taken  an  active  part  in  develop- 
ing the  most  important  of  his  devices,  such  as  the  incandes- 
cent light  in  its  early  stages  and  up  to  its  utilization  on  a 
conmxercial  basis,  the  sound-reproducing  instruments,  the 
moving-picture  devices,  the  cement  plant,  the  imsuccessful 
iron-ore  plant.  Not  all  of  the  enterprises  in  which  he  has 
taken  an  active  part  rest  so  exclusively  on  his  own  devices 
as  the  incandescent  Ught  and  the  talking  instruments.  But 
in  all  of  these  his  genius  has  been  applied  with  the  same 
revolutionary  effect,  and  in  all  he  has  himself  taken  hold 
not  only  as  inventor  but  as  manager. 

None  the  less,  one  of  the  first  things  that  impress  the 
reader  is  that  Mr.  Edison  does  not  possess,  certainly  not 

&  EdiMB,  His  life  and  IiiTentioiit.  By  F.  L.  Dy«r  and  T.  C.  Martin.  NewToric 
Harper.    1910.    Two  toIs.,  pp.  080.    96.00. 
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in  the  best  combination,  the  qualities  that  make  the  ideal 
organiser  of  industry.  He  has  drive,  the  energy  of  a  titan, 
an  mifaltering  persistence,  a  capacity  for  enlisting  the 
enthusiasm  of  his  followers;  daring,  too,  and  willingness  to 
assume  the  risks  of  novel  enterprises.  But  he  is  not  an 
intuitive  calculator,  not  an  adept  in  financial  management 
nor  quick  in  financial  reckoning.  In  his  early  days,  when 
the  first  large  lump  payment  for  a  successful  device  was 
made  to  him,  he  thought  he  might  get  for  it  $3000,  possibly 
$5000;  his  breath  was  taken  away  when  he  was  offered 
$40,000.  And  tho  he  was  then  abeady  in  business  on  his 
own  account  as  electrical  engineer  and  contractor,  and 
indeed  had  dabbled  in  undertakings  of  his  own  from  boy- 
hood, he  received  from  this  transaction  his  first  check,  and 
knew  so  little  of  business  ways  that  the  drawer  of  the  check 
and  the  bank  teller  were  able  to  amuse  themselves  by  paying 
over  to  him  piles  of  small  bills  which  he  carried  home  and 
guarded  all  night.  The  next  morning  the  joke  was  carried 
no  further;  the  victim  was  told  how  to  deposit  his  check 
and  open  a  bank  account  (1, 133).  At  a  period  considerably 
later  he  received  by  cable  an  ofifer  of  ''  30,000  "  for  his  in- 
terest in  an  invention;  he  accepted,  but  it  was  not  until  the 
draft  arrived  that  he  learned  that  he  was  to  receive  not 
30,000  dollars,  but  30,000  pounds  sterling  (I,  185).  At  still 
another  time  he  was  offered  $100,000  for  an  invention,  and 
accepted;  but,  wishing  to  be  assured  of  a  settied  income  for 
a  period  in  the  future,  stipulated  that  the  sum  was  to  be 
piud  in  instalments  of  $6000  a  year  spread  over  17  years; 
a  mode  of  payment  which  was,  of  course,  agreed  to  with 
alacrity  by  the  other  party.  A  second  offer  of  $100,000, 
for  another  invention,  was  shortly  after  accepted  on  the 
like  stipulation,  and  with  the  same  ignorance  of  the  pecuni- 
ary worth  of  deferred  payments  (1, 180, 183).  There  are 
abundant  other  indications  through  these  volumes  that 
book-keeping  and  accounting  were  neglected  by  Mr.  Edison 
and  were  not  readily  understood  by  him.  (See,  for  example, 
1, 135.)  If  he  prosecuted  his  enterprises  to  financial  success, 
it  was  because  his  other  qualities  made  that  of  pecuniary 
accuracy  negligible. 
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On  the  other  hand,  it  cannot  be  said  that  money  has  been 
indifferent  to  Mr.  Ekiison,  or  that  his  ener^es  have  been 
applied  without  influence  from  the  money-making  ambition. 
His  first  patent  (1869)  was  for  a  vote-recorder;  its  fate  is 
interesting  in  more  wa3rs  than  one. 

The  purpose  of  this  particular  device  was  to  permit  a  vote  in  the 
National  House  of  Representatives  to  be  taken  in  a  minute  or  so, 
complete  lists  being  furnished  of  all  members  voting  on  the  two 
sides  of  any  question.  Mr.  Edison,  in  recalling  the  circumstances, 
says:  "  The  invention  when  completed  was  taken  to  Washington. 
I  think  it  was  exhibited  before  a  committee  that  had  something 
to  do  with  the  Capitol.  The  chairman  of  the  conunittee,  after 
seeing  how  quickly  and  perfectly  it  worked,  said:  '  Young  man,  if 
there  is  any  invention  on  earth  Uutt  we  don't  want  down  here,  it  is 
this.  One  of  the  greatest  weapons  in  the  hands  of  a  minority  to 
prevent  bad  l^islation  is  filibustering  on  votes,  and  this  instrument 
would  prevent  it.' "    (Pp.  101-102.) 

His  biographers  remark  elsewhere:  — 

From  the  time  of  boyhood,  when  he  first  began  to  rub  against 
the  world,  his  commercial  instincts  were  alert  and  predominated  in 
almost  all  of  the  enterprises  that  he  set  in  motion.  This  character- 
istic trait  had  grown  stronger  as  he  matured,  having  received,  as 
it  did,  fresh  impetus  and  strength  from  his  one  k^iee  in  the  case  of 
his  first  patented  invention,  the  vote-recorder.  The  lesson  he 
then  learned  was  to  devote  his  inventive  faculties  only  to  things 
for  which  there  was  a  real,  genuine  demand,  and  that  would  sub- 
serve the  actual  necessities  of  humanity;  and  it  was  probably  a 
fortunate  circumstance  that  this  lesson  was  learned  at  the  outset 
of  his  career  as  an  inventor.  He  has  never  assumed  to  be  a  phi- 
losopher or  *'  pure  scientist."    (P.  239.) 

It  is  to  be  noted,  also,  that  he  seems  to  have  been  im- 
mensely concerned  with  keeping  his  intentions  secret  until 
he  had  secured  the  protection  of  the  Patent  Office  (I,  273). 

Mr.  Eklison's  pecuniary  career  has  been  checkered.  He 
made  a  fortune  in  connection  with  the  incandescent  light, 
—  tho  not  from  the -patents,  but  from  connected  manufac- 
turing enterprises  (II,  661,  note).  He  lost  everything  in 
the  magnetic  iron  ore  venture,  as  is  noted  below;  and  he 
became  rich  again  from  sundry  inventions  and  enterprises 
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of  later  date,  —  cement-making,  talking-machines,  moving 
picture-machines,  and  so  on.    I  quote  again:  — 

All  his  life  he  has  had  a  great  deal  to  do  with  finance  and  com- 
merce, and  as  one  looks  at  the  magnitude  of  the  vast  industries 
he  has  helped  to  create,  it  would  not  be  at  all  unreasonable  to 
expect  him  to  be  among  the  multi-millionaires.  That  he  is  not  is 
due  to  the  absence  of  certam  qualities,  the  lack  of  which  Edison  is 
himself  the  first  to  admit.  Those  qualities  may  not  be  amiable, 
but  great  wealth  is  hardly  ever  accumulated  without  them.  If  he 
had  not  been  so  intent  on  inventing  he  would  have  made  more  of 
his  great  opportunities  for  getting  rich.  If  this  utter  detachment 
from  any  love  of  money  for  its  own  sake  has  not  already  been 
illustrated  in  some  of  the  incidents  narrated,  one  or  two  stories 
are  available  to  emphasise  the  point.    (P.  661.) 

One  of  the  stories  adduced  relates  to  a  loan  requested 
from  the  City  Bank  in  New  York,  and  not  granted.  The 
president  said  to  Mr.  Edison, ''  What  you  want  is  a  partner  "; 
a  remark  which  seems  to  have  been  taken  by  Mr.  Edison 
as  an  intimation  of  a  design  to  get  an  illegitimate  slice  of 
his  gains.  Whether  or  no  the  remark  was  sinister,  it  seems 
to  have  had  its  justification.  There  is  abundant  indication 
that  he  was  an  erratic  person  in  business  matters;  and  he 
may  have  needed  a  partner  quite  as  much  as  Watt  needed 
Boulton. 

Mr.  Edison's  iron-ore  enterprise  (narrated  in  chapter  IX) 
illustrates  not  only  the  ups  and  downs  of  his  pecuniary 
career,  but  the  spirit  in  which  he  took  hold  of  his  ventures. 
He  conceived  the  idea  that  the  vast  deix)6it8  of  low  grade 
magnetic  iron-ore  in  the  Eastern  region  could  be  profitably 
utilised  in  competition  with  the  Lake  Superior  ores.  He 
bought  in  New  Jersey  a  large  tract  of  land  —  ''a  mountain 
of  rock  containing  only  one-fifth  to  one-fourth  magnetic 
iron  "  —  and  proceeded  to  tear  down  the  mountain,  grind 
the  rock  to  powder,  and  extract  the  iron.  The  venture 
was  conducted  with  extraordinary  energy.  A  village  was 
created  at  the  site,  crushing  machinery  of  novel  type  in- 
vented, a  magnetic  separator  devised,  elaborate  apparatus 
installed  for  putting  up  the  ore  in  briquets  suitable  for 
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transportation  and  smelting.  Doubtless,  there  is  no  reason 
for  discounting  what  is  said  in  these  pages  about  the  inv^- 
tive  and  organizing  genius  shown.  But  a  commercial 
failure  the  enterprise  did  prove.  Possibly  the  explanation 
lies,  as  the  biographers  state,  in  the  unexpected  cheapness 
of  the  competing  Lake  Superior  ores;  and  it  may  be  that  in 
the  future  the  Eastern  ores  will  again  be  utiUaed  on  Mr. 
Edison's  plans.  But  the  fact  remains  that  in  this  case  the 
inventor  was  his  own  backer,  embarked  his  entire  fortune, 
and  lost  everything. 

None  the  less,  the  spirit  in  which  this  very  enterprise 
was  pushed,  and  the  failure  finally  accepted,  shows  that 
money-making  was  not  the  only  thing  that  stirred  the  man. 
He  lost  in  the  venture  the  fortune  of  a  couple  of  millions 
which  he  had  made  from  the  electrical  ventures  afterwards 
consolidated  in  the  General  Electric  Company.  He  was 
immensely  interested  in  the  technical  problems  of  the  ore 
plant.  A  conversation  relating  to  this  phase  of  his  career 
is  reported  thus:  — 

We  got  a  New  York  newspaper,  and  I  called  his  attention  to  the 
quotation  of  that  day  on  General  Electric.  Mr.  Edison  then 
asked:  **  If  I  had  n't  sold  any  of  mine,  what  would  it  be  worth 
to-day  ?  "  and  after  some  figuring  I  replied:  "  Over  four  million 
dollars."  When  Mr.  Edison  is  thinking  seriously  over  a  problem 
he  is  in  the  habit  of  pulling  his  right  eyebrow,  which  he  did  now 
for  fifteen  or  twenty  seconds.  Then  his  face  lighted  up,  and  he 
said :  **  Well,  it 's  all  gone,  but  we  had  a  heU  of  a  good  time  spending 
it." 

On  the  psychological  issue,  the  verdict  on  the  whole 
seems  to  be,  not  proven.  Obviously  the  man  is  veritably 
possessed  by  an  instinct  of  worknumship  or  continuance; 
just  as  others  are  possessed  by  the  instinct  of  rhythm,  or 
of  combat,  or  of  the  curiosity  of  science.  It  is  clear  that 
the  love  of  distinction  and  the  more  material  self-r^arding 
motives  have  also  moved  him.  What  has  been  the  share 
of  the  two  sets  of  motive  forces  in  bringing  him  to  his  achieve- 
ments seems  impossible  to  say.  Doubtless  he  could  not 
say  himself.    The  psychologists  are  able  to  do  no  more  for 
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US  than  enumerate  and  classify,  with  more  or  less  uncer- 
tainty, the  human  instincts.  They  can  assure  us  only  that 
the  love  of  wealth  is  no  simple  thing,  but  very  complex; 
and  that  man  is  moved  in  his  industrial  efforts  by  a  variety 
of  impulses,  some  of  them  agglomerated  in  this  composite 
love  of  wealth,  some  of  them  quite  distinct  from  it.  We 
are  so  immersed  in  the  present  individualist  system  that 
we  can  hardly  conceive  how  we  should  act  under  conditions 
totally  different.  Prediction  might  be  expected  to  be  easier 
as  regards  those  rare  persons,  like  Mr.  Edison,  in  whom 
some  particular  bent  appears  with  extraordinary  strength. 
Yet  even  here  we  cannot  be  sure.  What  sort  of  things 
would  he  have  worked  at  in  a  ooUectivist  society,  and  would 
his  services  have  been  greater  or  less  ?  To  these  questions 
we  can  give  no  convincing  answers. 

F.  W.  Taubsio. 
Habvabd  UNirmisirr. 
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THE  POSSIBILITY  OF  CERTAIN  GAINS   FROM 
PROTECTIVE  DUTIES 

In  his  recently  published  Principles  of  Econamica,^  Pro- 
fessor Taussig  develops  a  quasi-hypothetical  case  (having, 
however,  possible  relevance  to  the  conditions  of  the  United 
States)  in  which  he  contends  that  the  disadvantages  of 
protection  may,  to  some  extent,  be  offset  by  an  increased 
purchasing  power  over  foreign,  as  distinguished  from  domes- 
tic, commodities.  The  first  influence  of  even  a  purely 
revenue  duty,  and  still  more  of  a  protective  duty,  bang, 
as  he  points  out,  to  lessen  imports,  the  movement  of  specie 
will  be  into  the  country.  Prices  and  incomes  rise  in  the 
country,  and  fall  in  foreign  countries.  Elxports  are  checked, 
imports  stimulated.  "If  the  conmxodities  exported  from 
a  country  are  of  a  sort  insistently  demanded  in  foreign 
countries;  and  if,  on  the  other  hand,  the  conmxodities  which 
it  imports  are  not  such  as  to  be  consumed  more  largely  as 
their  prices  fall,  —  then  the  change  (in  money  income  and 
prices)  may  be  considerable.  Eventually  equilibrium  is 
re-established;  exports  diminish  and  imports  increase  until 
payments  again  balance.  When  this  stage  is  finally  reached, 
the  country  which  imposed  the  duties  will  have  higher  in- 
comes and  higher  prices.  The  higher  incomes  will  be  no 
benefit  so  far  as  domestic  purchases  go,  since  within  the 
country  prices  have  risen  in  the  same  proportion.  But 
they  will  be  of  advantage  in  the  pmrchase  of  things  imported.'' 

The  result  is,  he  thinks,  that  there  will  be  a  balance  of 
gain  and  loss.  The  consumers  lose  as  purchasers  of  the 
protected  articles,  but  they  gain  as  purchasers  of  things 
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that  continue  to  be  imported.  It  is  true  that  of  these  some 
are  subject  to  the  protective  duty;  but  the  consumers  gain 
if  the  price  is  not  raised  by  the  fuU  extent  of  the  duty,  and, 
even  if  it  is,  there  is  "  a  full  recompense  "  in  the  revenue 
received  by  the  public  treasury,  and  by  the  consumer  being 
relieved  (presumably)  from  other  taxes.  The  consumers 
gain,  also,  on  all  non-dutiable  foreign  imports  which  still 
continue  to  come  in. 

This  reasoning  Professor  Taussig  proceeds  to  apply  to 
the  case  of  the  United  States,  as  to  which  he  comes  to  the 
final  conclusion  that  it  is  impossible  to  calculate  ''  how  far 
the  gain  from  this  source  has  served  to  offset  the  loss  from 
the  domestic  oonmiodities  produced  and  sold  at  higher 
cost."  ''It  is  a  gain,"  he  rightly  says,  "little  reckoned 
with  in  the  popular  controversy." 

It  may  be  added,  that  it  is  a  gain  —  so  far  as  the  present 
writer  is  aware  —  not  much  reckoned  with,  even  by  econo- 
mists, in  the  case  of  protective  duties,  tho  a  similar  doctrine, 
as  will  afterwards  be  pointed  out,  was  held  by  Mill  to  be 
applicable  to  duties  that  were  imposed  for  revenue  purposes 
and  had  no  protective  effect.  The  present  writer  ventures, 
with  great  diffidence,  to  submit,  for  reasons  now  about  to 
be  set  forth,  that  as  applied  to  high  protective  duties  which 
are  really  effective  the  whole  argument  is  unsound. 

It  is  not  clear,  in  the  first  place,  how  the  inflow  of  specie 
mentioned  in  the  text  can  result  in  a  permanent  rise  of  in- 
comes and  prices,  except  under  conditions  which  would 
deprive  the  rise  of  real  significance.  It  will,  of  course,  cause 
a  temporary  rise,  while  the  balance  of  imports  and  exports 
is  being  adjusted.  After  the  so-caUed  equilibrium  has  been 
reached,  the  advantage  of  the  higher  incomes  "in  the 
purchase  of  things  imported  "  can  only  be  realised  at  the 
expense -of  an  increased  outflow  of  specie  which  will  tend 
to  reduce  prices  and  incomes  in  the  protected  country.  If 
this  increased  outflow  is  precluded  by  the  hypothetical 
conditions  of  international  demand,  then  all  that  has  hap- 
pened is  that  there  has  been  a  redistribution  of  the  enlarged 
income,  by  which  the  consumer  gets  the  same  (or,  more 
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probably,  a  less)  amount  of  domestic  and  foreign  commodi- 
ties as  before,  paying  considerably  more  for  the  former,  and 
somewhat  less  for  the  latter.^  It  is  not  evident  in  what  his 
advantage  consists.  It  is  no  benefit  that  foreign  oonmxodi- 
ties  are  cheaper  if  he  cannot  purchase  more  of  them  than 
formerly  except  on  the  old  terms. 

The  argument  may,  perhaps,  be  more  readily  imderstood 
if  it  is  pointed  out  that  the  word  "  equilibrium  ''  is  ambig- 
uous. It  may  mean  either  an  equUibrium  of  quantities, 
or  of  rates.  In  the  former  case,  a  stationary  condition  of 
trade  is  implied;  x  imports  would  exchange  for  y  exports, 
neither  more  nor  less.  In  the  latter  case  imports  would 
exchange  for  exports  ai  the  rate  of  x  imports  for  y  exports, 
which  might  be  satisfied  by  2x  for  2y  or  3x  for  3y  and  so  on. 
The  latter  is  the  sense  which,  it  would  seem  at  first  sight, 
was  the  one  intended.  It  is  against  this  view  that  the 
foregoing  criticism  is  aimed.  The  contention  is  that  the 
possibility  of  exchanging  x  imports  for  y  exports  depends 
on  a  certain  distribution  of  specie,  and  that  any  attempt 
to  increase  the  volume  of  the  trade  and  the  advantage  in 
the  same  ratio  would  fail  because  it  would  disturb  this 
distribution.  A  nation,  for  instance,  which,  under  a  system 
of  free  exchange,  had  an  import  of  1,000,000  tons  and  an 
export  of  the  same  amount,  might  after  adopting  a  pro- 
tective tariff  get  800,000  tons  of  imports  for  600,000  tons  of 
exports.  But  it  would  not  be  possible  for  the  trade  to 
expand  in  this  ratio  so  that  1,600,000  tons,  say,  were  obtained 
for  1,200,000  or  even  the  original  1,000,000  tons  of  imports 
for  750,000  tons  of  exports. 

The  foregoing  arguments  apply  to  all  foreign  commodities, 
taxed  and  untaxed.  In  regard  to  imported  conmiodities 
subject  to  the  protective  duty,  if  the  price  has  been  raised 
to  the  full  extent  of  the  duty,  the  advantage  vanishes  alto- 
gether. The  suggestion  that  the  consumer  gets  a  "full 
recompense"  in  the  relief  from  other  taxation  overlooks 

>  *'  CoMkknUy  mora,"  boMUM  tlM  fund  ftvailnbte  lor  domeaklo  punhMes  owated 
by  the  inflow  of  qMcfe  it  aUU  further  Mipnentod  by  the  Mviagi  in  tha  reduood  pAem 
of  the  fonign  aoode. 
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the  fact  that  the  duties  are  levied  for  purposes  of  protection, 
and  would  not  have  been  imposed  had  a  protective  policy 
not  been  decided  upon.  The  case  of  a  purely  revenue  tax 
is,  in  this  connection,  unimportant. 

If,  on  the  other  hand,  the  rise  in  price  is  not  to  the  full 
extent  of  the  duty,  it  is  because  equilibrium  has  been  estab- 
lished  at  a  point  short  of  this  result.  The  supposed  advan- 
tage has  not  pro  tarUo  been  availed  of.  A  further  demand 
for  imported  articles,  if  the  hypothetical  conditions  of 
reciprocal  demand  would  permit  of  it,  could  only  result  in 
tending  to  raise  their  price  to  the  full  level  of  the  duty, 
when  the  advantage  of  the  higher  incomes  in  the  purchase 
of  foreign  commodities  will  be  no  greater  than  in  the  purchase 
of  domestic. 

So  far  the  reasoning  has  proceeded  strictly  on  the  lines 
laid  down  by  Professor  Taussig.  There  is,  however,  another 
and  simpler  way  of  approaching  the  subject  which  has  the 
advantage  of  disentangling  the  controversy  from  intricate 
questions  as  to  flow  of  specie  and  rise  of  prices.  That  is, 
to  regard  all  such  matters  as  mere  mechanism  and  to  look 
only  to  the  broad  fact  that  foreign  trade  is  in  its  essence  a 
case  of  barter,  the  profits  of  which  arise  from  the  extra 
product  created  by  international  division  of  labor.  Re- 
garded in  this  light  Professor  Taussig's  obvious  meaning 
is  that  in  the  adjustment  of  the  equiUbrium  the  lion's  share 
of  the  advantage  derived  from  mutual  trade  will  fall  to  the 
protected  country;  it  will  get  a  larger  share  in  the  extra 
product  created  by  the  international  division  of  labor,  its 
imports  will  be  obtained  with  a  smaller  volume  of  exports, 
foreign  and  domestic  prices  being  automatically  adjusted 
at  the  equilibrium  point  so  that  this  result  is  secured.  Even, 
however,  under  a  regime  of  free  exchange  the  assumed  con- 
ditions secure  the  lion's  share  of  the  extra  product  to  the 
country  having  the  least  insistent  demand  for  imports,  and 
for  whose  exports  there  is  the  most  urgent  demand  abroad. 
It  does  not,  necessarily,  or  indeed  probably,  follow,  that 
protection  will  increase  this  advantage.  It  may  increase 
the  share  in  the  extra  product  falling  to  the  protected  country^ 
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but  it  wiU  certainly  diminish  the  total  to  be  divided.  If,  for 
example,  the  increased  annual  product  derivable  from 
international  trade  under  conditions  of  free  exchange  were 
some  50,000  tons,  say,  of  iron  or  steel,  and  imder  protection 
only  30,000,  then  if  the  protected  country  got  f  ths  of  the 
amount  in  the  former  case,  and  |ths  in  the  latter,  it  would 
make  a  less  gain  by  6,000  tons,  and  the  loss  would  be  a 
continuing  one  as  long  as  the  conditions  lasted. 

Even  if  it  secured  the  whole  extra  product,  and  not  merely 
f ths  of  it,  the  protected  country  would  make  no  profit, 
and  would  only  just  avoid  a  positive  loss.  The  more  effective 
the  protection,  the  less  will  be  the  extra  product,  and  the 
smaller  will  be  the  possible  gains  to  be  made  by  an  increased 
share  of  it.  A  real  gain  is  in  general  only  conceivable  where 
the  product  suffers  a  comparatively  trifling  diminution, 
{.  6.,  the  duties  imposed  do  not  protect,  or  protect  only  to  a 
slight  extent.  They  are  then  hardly  distinguishable  from 
revenue  duties,  and  we  come  back  substantially  to  the 
position  taken  up  by  Mill  {Principles^  Book  V,  chap,  iv,  §  6). 
Mill,  it  wiU  be  remembered,  draws  a  sharp  distinction  in 
this  respect  between  revenue  and  protective  duties,  holding 
that  the  former  may  give  rise  to  a  gain  in  the  conditions  of 
international  exchange,  which  will  not  be  the  case  if  the 
duties  are  of  a  protective  character.  This  view  would  seem 
to  be  substantially  correct,  tho  somewhat  too  narrowly 
expressed.  Duties  only  slightly  protective,  which  resulted 
in  but  an  insignificant  diminution  of  the  product,  would  ^ve 
practically  the  same  result  as  duties  for  revenue  only.  The 
same  effect  might  also  be  produced  even  with  a  great  dimi- 
nution of  the  product  if  it  were  accompanied  by  a  very  large 
increase  in  the  proportion  in  which  it  was  shared  (say  in  the 
example  given  above  from  ith  to  |ths),  but  this  is  not  likely 
to  occur,  save  in  very  exceptional  circumstances;  the  pro- 
portion secured  by  the  protected  country  being  by  hypothesis 
great,  even  in  the  absence  of  protection. 

Put  in  a  nutshell,  the  point  is  that  to  speak  of ''  offsetting  " 
the  losses  of  protection  by  ''the  gain"  in  the  terms  of 
international  exchange  implies  a  confusion  between  two 
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entirely  different  things  (1)  a  loss  in  total  amount  or  volume 
of  produce,  (2)  a  gain  in  the  ratio  in  which  that  amount  is 
divided.  You  cannot  set  off,  e.  g.,  a  gain  of  **  ith  "  against 
a  loss  of  ''  4  tons  "  imtil  you  have  reduced  the  terms  to  a 
common  denominator  by  answering  the  question  ''ith 
of  what "  ?  The  answer  is,  in  the  case  of  international 
trade,  ith  of  the  total  product  or,  more  precisely,  of  the 
extra  product  resulting  from  the  international  division  of 
labor.  If  the  total  is  constant  or  nearly  constant  (which 
is  the  case  of  a  revenue  duty  or  of  a  duty  but  slightly  pro- 
tective), the  ith  is  a  real  gain.  If  the  total  diminishes 
greaUy  (the  case  of  high  protection  when  really  effective), 
the  nominal  gain  of  ith  is  in  reality  a  loss.  Two-fifths  of 
ten  oranges  is  four  oranges,  three-fifths  of  five  oranges  is 
three  oranges;  a  nominal  gain  of  one-fifth,  a  real  loss  of  one 
orange. 

The  application  of  the  foregoing  reasoning  to  the  case 
of  the  United  States  is  obvious.  If  the  principal  condition 
under  which  protective  duties  can  favorably  influence  the 
terms  of  international  exchange  is  that  they  should  be  very 
moderate  in  amount,  there  would  appear  to  be  no  possibility 
of  any  gain  having  resulted  to  the  States  from  this  source 
—  provided  of  coiurse  that  the  protection  has  been  effective. 
If  for  any  reason  it  failed  to  protect,  other  considerations 
would  arise. 

H.  H.  OTabbbll. 

Kbw  Gabdenb,  Surbst,  England. 


WAGES  AND  ABILITY 

Thb  subject  of  wages  and  ability  has  been  a  fertile  one 
for  speculation  since  the  economists  of  the  marginal  pro* 
ductivity  school  have  advanced  the  proposition  that  wage- 
earners  tend  to  get  what  they  produce.  This  theory  has 
as  a  natural  corollary  that  the  more  efficient  will  get  more 
than  the  less  efficient:  the  man  of  greater  ability  will  receive 
a  greater  reward  than  the  man  with  less  ability.    But  few 
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attempts  have  been  made  to  verify  the  proposition  by  any 
but  theoretical  methods. 

As  a  radical  departure  from  a  theoretical  to  a  statistical 
demonstration!  Professor  H.  L.  Moore,  in  his  volume  dealing 
with  the  laws  of  wages  from  a  statistical  standpoint/  devotes 
a  chapter  to  the  problem:  ''  Are  wages  paid  according  to 
ability  ?  "  The  question  is  important  from  the  point  of 
view  of  the  application  of  statistical  methods  to  economic 
doctrines,  and  also  with  reference  to  its  bearing  on  the 
contentions  of  the  socialists  that  labor  is  exploited.  It  is 
therefore  of  the  greatest  moment  to  make  certain  that  any 
attempted  proof  of  an  affirmative  answer  is  thoro  and 
cogent. 

Professor  Moore's  proof  is  as  follows.  He  accepts  the 
generalization  of  Galton  and  Pearson  that  ability  is  dis- 
tributed in  the  general  population  according  to  the  normal 
or  probability  curve.  Then,  applying  the  limitation  of 
the  wage-theory  that  different  non-competing  groups  are 
to  be  considered,  and  assuming  for  the  sake  of  simplicity 
that  there  are  but  two,  —  the  skilled  and  the  unskilled,  — 
he  divides  the  wage-earners  equally  between  the  two  groups, 
the  first  fifty  per  cent  unskilled  and  the  second  fifty  per 
cent  skilled.  It  will  readily  be  seen  that  the  wages  might 
be  paid  according  to  ability  within  each  group  without 
fixing  in  any  way  the  respective  shares  of  tiie  total  wage 
dividend  that  each  group  would  receive.  But  he  finds  that 
the  first  fifty  per  cent  of  the  wage-earners  in  France  get 
39.819%  of  the  total  wage  dividend;  and  Professor  Moore 
sets  himself  the  following  problem:  if  wages  are  paid  ac- 
cording to  ability  in  each  group  with  the  lower  group  re- 
ceiving 39%  of  the  total  wages,  what  kind  of  a  curve  of 
distribution  of  wages  wiU  result,  and  will  this  ability-wage 
curve  be  at  all  comparable  to  the  actual  curve  of  distribution 
according  to  the  French  statistics  ? 

Professor  Moore  first  simplifies  the  problem  from  the 
mathematical  standpoint  by  taking  a  '^  standard  population '' 
of  100,  so  chosen  that  the  distribution  of  wages  in  this  stand- 

>  Uw«ofWacei,viE«»yiBStiiti0liedEe(maiiiiM.    New  Yoik,  1911. 
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ard  population  wiU  correspond  in  every  way  with  the  dis- 
tribution in  a  larger  population;  the  advantage  being  that 
he  can  impose  on  this  standard  population  any  conditions 
he  chooses  and  have  a  common  basis  of  numbers  on  which 
to  compare  the  resulting  curves.  Then  he  divides  this 
"  standard  population  "  into  two  equal  parts,  one,  unskilled, 
earning  39%  of  the  total  wage  with  a  Tninimnnn  wage  of 
2.36  francs,  and  the  other,  skilled,  earning  61%  of  the  total, 
with  a  maximum  wage  of  10.18  francs. 

According  to  the  differential  theory  of  wages,  wages  in 
each  group  will  consist  of  two  parts:  first,  the  minimnin 
wage  of  the  group,  and  second,  a  differential  based  on  the 
difference  of  abitity  of  each  man  over  the  lowest  man  in  the 
group.  In  the  given  standard  population,  each  man  in  the 
lower  group  earns  the  2.36  francs  minimum  plus  an  amount 
which  corresponds  to  his  part  of  the  remainder  of  the  39% 
due  to  his  position  on  the  scale  of  ability.  Eiach  man  in 
the  upper  group  will  likewise  receive  the  minimum  wage  in 
the  group  plus  a  differential  corresponding  to  his  advantage 
in  ability  over  the  lowest  man  in  his  group;  but  the  mini- 
mum wage  in  this  group  just  exceeds  the  maximum  wage 
in  the  first  group;  that  is,  is  equal  to  the  wage  of  the  fifty- 
first  man.  How  is  the  amount  of  the  differential  deter- 
mined ?  Here  Galton's  generalization  comes  in.  It  is 
determined  by  the  difference  of  ability  of  each  man  over  the 
least  able  in  the  group,  which  is  easily  found  by  mathematical 
processes  from  the  equation  of  the  probability  curve  accord- 
ing to  which  ability  is  distributed. 

By  these  processes  Professor  Moore  finds  the  distribution 
of  wages  on  the  basis  of  ability;  that  is,  he  finds  what  the 
curve  of  the  distribution  of  wages  would  be  if  wages  were 
paid  according  to  ability.  This  curve  he  compares  with 
the  actual  distribution  of  wages  in  France,  and  finds  that 
the  two  curves  agree  closely,  and  he  therefore  concludes  that 
wages  in  this  case  are  distributed  on  the  basis  of  ability. 
"The  fact  that  the  smooth  curve  of  the  actual  data  is 
practically  congruent  with  the  smooth  curve  of  the  standard 
population  shows  that  in  this  case  a  doctrine  of  pure  eco- 
nomics is  statistically  verified.'' 
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Is  this  conclusion  valid  ?  Does  the  fact  that  the  two 
ciurves  are  "  congruent "  show  ''  that  the  doctrine  of  pure 
economics  is  statistically  verified "  ?  To  put  a  simpler 
case.  Suppose  that  there  were  but  one  group,  and  it  was 
found  that  the  mathematical  computation  of  the  wages 
that  would  be  paid  on  the  basis  of  ability  and  the  actual 
distribution  of  wages  gave  curves  that  coincided,  —  would 
the  fact  of  the  congruence  of  the  curves  prove  the  point  at 
issue  ?  The  computation  according  to  the  theory  that 
ability  is  distributed  according  to  the  probability  curve 
will  in  this  case  give  simply  a  probability  curve.  And  it 
is  a  proved  fact,  which  Professor  Moore  himself  cites,  that 
height,  weight,  strength,  lung  capacity,  any  characteristic 
almost  of  the  human  species,  —  all  are  distributed  according 
to  the  probability  curve.  These  curves  are  as  congruent 
with  the  curve  of  actual  wages  as  is  the  curve  of  ability! 
With  the  same  reasoning  as  that  which  Professor  Moore 
uses,  wages  are^paid  according  to  height,  weight,  strength, 
and  what-you-wUl,  if  the  congruence  of  the  curves  has  any 
significance.  The  mere  fact  of  congruence  proves  nothing. 
The  only  way  to  prove  that  there  is  a  correlation  between 
ability  and  high  wages,  is  to  show  that  low  ability  corre- 
sponds with  low  wages,  and  high  ability,  with  high  wages. 
The  fact  that  abiUty,  strength,  tod  wages  have  coincident 
curves  of  distribution  proves  nothing  as  to  their  connection. 

Professor  Moore's  analysis  of  the  problem  is  not  quite 
so  simple.  Does  the  fact  that  he  has  divided  his  popular- 
tion  into  two  groups  and  then  computed  his  curve  make 
any  real  difference  with  the  validity  of  his  reasoning  as  to 
the  correlation  proved  by  the  congruence  of  the  curves  ? 
Clearly  not.  It  does  make  a  difference  with  the  character 
of  the  theoretical  ciurve,  for  he  has  incorporated  into  it  the 
actual  distribution  of  wages  as  far  as  the  total  received  by 
each  half  is  concerned;  and  his  argument  seems  to  receive 
an  appearance  of  validity  from  the  fact  that  it  is  obvious 
that  the  unskilled  or  lower  half  are  really  less  able  than  the 
upper  half,  and  from  the  fact  that  the  lower  half  do  not  get 
on  the  average  as  much  as  the  skilled  men.    But  the  fact 
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that  the  unskilled  receive  less  than  the  skilled  is  m  the 
original  statistics  of  the  French  Report,  and  can  be  deduced 
without  any  recourse  to  higher  mathematics.  Professor 
Moore's  curves  prove  nothing.  Since  the  fact  that  the 
unskilled  receive  less  than  the  skilled  is  incorporated  into 
the  theoretical  curve,  it  does  illustrate  that  fact;  but  the 
congruence  of  the  theoretical  and  the  actual  curves  of  wages 
proves  nothing.  No  data  are  given  that  can  be  applied 
to  the  fundamental  proposition  whether  the  lower  wages 
in  the  lower  group  are  correlated  or  are  not  correlated  with 
a  lower  grade  of  ability. 

Professor  Moore  finds  the  minimimx  in  each  group,  and 
adds  to  it  a  differential  proportioned  to  the  difference  in 
ability  of  each  man  over  the  man  receiving  the  lowest  wa^; 
that  is,  '^  a  wage  on  the  basis  of  ability.''  What  he  really 
obtains  is  a  little  different.  When  he  determines  the  differ- 
ential which  each  man  in  the  group  will  receive  —  ''the 
differential  according  to  ability "  —  what  he  really  finds 
is  the  differential  according  to  the  probability  ciu^e  accord- 
ing to  which  abiUty  is  distributed.  But  this  is  actually  the 
differential  which  each  man  would  receive  over  the  minimum 
if  it  were  a  simple  case  of  chance,  —  a  wage  on  the  basis  of 
any  "  chance  "  distribution.  It  is  true  that  there  is  no 
other  way  that  the  differential  due  to  ability  can  be  meas- 
ured; yet  this  differential  is  a  measure  not  merely  of  differ- 
ence of  ability.  The  same  ciu^e  would  be  used  to  detemune 
a  differential  if  the  hypothesis  of  distribution  of  wages  on 
the  basis  of  strength,  height,  or  chance  itself  (all  of  which 
are  distributed  according  to  the  same  normal  curve)  were 
the  hypothesis  to  be  tested. 

Professor  Moore's  syllogism  is  really  as  follows:  the  actual 
curve  of  wage  distribution  is  found  to  agree  with  a  theoretical 
curve  of  wage  distribution,  when  this  distribution  is  made 
according  to  the  probabihty  curve,  i.  e.,  chance.  But 
ability  is  distribute  according  to  the  probabihty  curve. 
Therefore,  so  runs  Professor  Moore's  conclusion,  wages  are 
distributed  according  to  abihty.  There  is  evidently  a 
logical  shp  in  the  proof. 
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While  the  chapter  on  wages  and  ability  is  Uius  open  to 
serious  criticism,  it  w'ould,  perhaps,  be  unfair  to  critidse  it 
without  speaking  of  the  high  merit  of  the  remainder  of  the 
work.  Professor  Moore  has  drawn  interesting  and  valid 
conclusions  in  the  other  chapters  of  the  book,  —  correlations 
which  support  theoretical  deductions  hitherto  without 
statistical  foundation.  Professor  Moore  has  really  made  a 
new  departiu^e  in  economic  science.  He  has  introduced  a 
movement  that  wiU  ultimately  demand  a  verification  of 
theory  by  actual  data,  which  in  turn  will  be  a  first  step 
toward  the  concrete  application  of  economic  laws  to  practical 
ends,  based  as  they  will  be  not  on  theory  alone,  but  on  fact. 

ROBEBT  M.  WOODBUBY. 
Clabk  Unxtbbsitt,  Wobcestkb,  Mass. 


THE  PENNSYLVANIA  STATE  RAILROAD 
COMMISSION 

In  the  several  states  of  the  United  States  "  between  1902 
and  1908  over  800  distinct  provisions  were  enacted  to  r^;u- 
late  purely  state  traffic,  eight  new  commissions  were  created, 
and  seven  of  the  thirty-one  already  in  existence  were  re- 
organized ";^  leaving  only  seven  states  in  the  union  without 
a  public  service  commission  of  some  kind.  One  of  the  eight 
newly  formed  commissions  was  in  Pennsylvania,  where 
Grovemor  Stuart  signed  the  creating  act  on  May  31,  1907. 
Pennsylvanians  had  felt  for  some  time  that  the  raUroads 
were  abusing  their  powers,  and  the  legislature  had  attempted 
a  few  years  before  to  lessen  railroad  charges  by  imposing  a 
flat  two-cent  passenger  rate.  When  this  law  was  declared 
unconstitutional, .  different  means  of  check  were  found  to 
be  necessary.  The  legislature  went  into  session  pledged 
to  create  a  commission,  and  the  act  of  1907  was  the 
result. 

1  Q.  Q.  Huebner.  in  Annab  Ameiiean  Aoademy,  Joly,  1908.  p.  13B. 
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Altho  almost  the  entire  trend  of  recent  legislation  bad 
been  to  increase  and  strengthen  commission  power,  Peim- 
sylvania  legislators  went  back  to  the  old  Massachusetts 
form  and  established  a  commission  with  powers  merely  of 
investigation  and  recommendation.  It  is  composed  of  three 
commissioners  appointed  by  the  governor  with  the  senate's 
consent,  to  continue  in  office  for  five  years  and  to  receive 
salaries  of  18000  a  year.  These  appoint,  to  serve  at  their 
pleasure,  an  attorney,  a  secretary,  a  marshal,  and  all  experts 
needed  for  tiioro  investigation.  They  are  granted  wide 
scope,  their  power  extending  over  all  coriK)rations  trans- 
porting freight  or  passengers  by  rail  or  water,  over  pipe 
line  companies,  express,  telephone,  and  tel^^aph  companies. 
They  may  inquire  into  the  business  and  management  of 
conmxon  carriers  and  investigate  all  matters  incident  to  the 
performance  of  their  public  duties  and  their  compliance 
with  charters  and  state  laws.  Any  aggrieved  person  or 
corporation  may  file  a  complaint  with  the  commission, 
whose  busmess  it  is  to  investigate,  hold  a  formal  hearing  if 
necessary,  and  award  its  decision  in  the  form  of  a  recom- 
mendation. Its  power  of  recommendation  is  extended  to 
rates  as  well  as  to  management  and  accommodation.  Severe 
penalties  are  provided  for  refusal  to  show  books  or  to  testify. 
The  commission  may  also  make  investigation  of  cases  at  its 
own  volition,  and  is  required  to  do  so  in  case  of  accidents, 
to  determine  the  cause  and  to  recommend  measures  prevent- 
ing a  repetition. 

As  far  as  powers  of  investigation  and  advice  go,  the  com- 
mission is  all  that  could  be  desired.  If,  however,  its  recom- 
mendation is  disobeyed  or  disregarded,  its  duty  is  merely 
to  certify  the  fact  to  the  Attorney  General  and  Secretary 
of  Internal  Affairs,  who  take  action  as  they  see  fit.  The 
expectation  is,  of  course,  the  same  as  had  been  entertained 
for  the  Massachusetts,  Rhode  Island,  and  Connecticut  Com- 
missions: public  opinion  is  to  force  the  carriers  to  submission. 

When  the  Pennsylvania  Commission  organised  in  January, 
1908,  the  governor's  appointees  were  Nathaniel  Ewing, 
chairman,  and  Charles  Mann  and  John  Y.  Boyd,  associates. 
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The  places  of  the  last  two  have  since  been  taken  by  Milton 
J.  Brecht  and  S.  W.  Pennypacker.  Mr.  Ewing  has  been  a 
member  of  the  bar  for  forty-one  years  and  was  made  President 
of  the  Pennsylvania  Bar  Association  in  1903.  He  has  been 
counsel  for  various  corporations,  among  them  the  Pennsyl- 
vania Railroad  Company,  and  has  been  a  Director  of  the 
West  Virginia  and  Pennsylvania  Telegraph  and  Telephone 
Company.  Thus  he  has  obtained  his  knowledge  of  common 
carriers  at  first  hand.  Milton  Brecht  was  formerly  superin- 
tendent of  schools  in  Lancaster  County.  Mr.  Pennypacker 
is  ex*govemor  of  the  state. 

The  new  commissioners  discovered  1440  corporations 
under  their  jurisdiction  and  doing  active  work  as  public 
service  corporations.  They  began  at  once  to  receive  com- 
plaints dealing  with  sanitary  conditions,  overcharges,  poor 
station  faciUties,  insufficient  service,  and  discrimination.  A 
great  number  of  these  cases  were  promptly  settled  by  corre- 
spondence, and  of  the  others  demanding  more  formal  hearings 
and  recommendations  all  have  been  settled  except  two,  in 
which  the  recommendations  have  been  disobeyed  by  the 
carriers. 

Among  the  greater  things  that  tiiey  have  investigated 
and  reported  upon  are  forest  fires  and  their  prevention;  the 
canal  abandonment  in  Pennsylvania  and  its  results;  tele- 
phone and  telegraph  rates;  the  Pittsburg  and  Philadelphia 
electric  service  (resulting  in  both  cases  in  marked  improve- 
ment according  to  recommendations);  and  regulations  of 
boiler  construction  and  inspection  (minimizing  railroad  acci- 
dents resulting  from  defective  boilers).  In  each  of  these 
cases  the  investigation  has  been  thoro,  the  recommendations 
specific,  minute,  and  scientific.  Experts  were  engaged  and 
given  full  opportunity.  The  common  carriers  involved  also 
gave  their  assistance  in  each  instance  and  in  most  cases 
gladly  agreed  to  the  recommended  improvements. 

All  parties  are  b^^inning  to  acknowledge  the  need  and 
justice  of  commission  r^;ulation.  The  question  is  no  longer 
whether  a  state  shall  have  a  commission;  it  has  become  a 
question  of  whether  advisory  or  mandatory.    Is  the  advisory 
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oommissioii  the  best  form  for  Peniusylyania  7  The  Massa- 
chusetts RaUroad  Commission,  stiU  mainly  advisory,  has 
been  generally  conceded  to  be  effective*  Founded  in  1869,  it 
has  been  in  active  service  for  more  than  forty  years  and  has 
during  that  entire  time  had  hardly  a  serious  clash  with 
the  railway  management.  Public  opinion  has  accomplished 
there  all  that  has  been  expected  of  it.  But  are  the  condi- 
tions of  the  two  states  similar?  I  believe  they  are  not. 
To  b^^in  with,  Massachusetts  is  a  smaller  state,  and  the 
problems  are  less  large  than  in  a  state  of  Pennsylvania's  sixe. 
The  Massachusetts  Commission  has  grown  up  with  the 
railroads,  has  been  able  to  see  the  problems  as  they  have 
arisen,  and  the  railroads  have  learned  to  respect  its  decisions. 
The  Pennsylvania  Commission  was  formed  after  the  public 
service  corporations  had  become  firmly  intrenched,  and  after 
the  problems  had  become  infinitely  complex.  The  public 
served  in  Massachusetts  consists  in  a  great  measure  of  stock- 
holders also,  and  their  interests  on  one  side  balance  those  on 
the  other. 

The  conditions  in  Pennsylvania  are  very  different.  When 
the  bill  creating  the  commission  was  under  discussion  in  the 
legislatm^  there  were  requests  for  definite  restriction  of 
railway  action,  which  were  answered  by  the  statement  that 
these  laws  could  better  be  passed  later  at  the  suggestion  of 
the  commission.  When  its  first  annual  report  was  presented 
to  the  governor,  the  commission  asked  that  the  following 
laws  be  passed:  (1)  a  law  permitting  a  private  railroad  to 
join  a  public  one,  to  obviate  the  necessity  of  incorporating 
private  lines;  (2)  a  law  punishing  trespassers  on  the  right 
of  way  of  common  carriers;  (3)  a  law  compelling  carriers  to 
notify  the  commission  of  any  intention  of  increasing  their 
capitalisation,  and  providing  that  such  an  increase  without 
this  notification  or  against  the  commission's  advice  be  invalid; 
(4)  a  law  allowing  the  commission  to  recommend  safety  appli- 
ances to  be  used  at  all  grade  crossings  of  public  highways 
over  common  carriers.  Bills  have  been  drawn  up  in  due 
form  by  the  commissioner's  attorney  and  the  plea  for  their 
passage  has  been  repeated  in  each  annual  report.  They  still 
remain  unpassed. 
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Two  recommendations  have  been  disr^^ded,  one  by  the 
Pennsylvania  and  one  by  the  Baltimore  and  Ohio  Railroad 
Company.  There  is  no  compelling  reason  why  oth««  should 
not  be.  The  conmussion  itself,  in  the  report  for  1910,  asks 
for  an  amendment  to  the  creating  law  defining  the  force  of  a 
reoonmiendation,  and  suggests  that  it  be  given  the  force  of 
a  court  decision.  The  original  bill  as  introduced  into  the 
House  contained  something  of  this  idea,  but  it  was  weakened 
in  subsequent  readings*  If  this  request  of  the  commissioners 
were  granted,  the  commission  would  immediately  lose  its 
purely  advisory  natiue.  The  body  itself  realizes  that  it 
needs  more  power. 

There  seems  to  have  been  fear  in  the  legislature  that  the 
commission  was  being  granted  executive,  l^;islative,  and 
judicial  powers  all  together.  But  why  should  not  this  be 
so  ?  As  the  Secretary  of  the  New  York  Commission  writes: 
''The  theory  of  the  public  service  commission  statutes  is 
that  certain  power  of  control  over  public  service  corporations 
formerly  vested  in  the  legislature  is  delegated  by  the  legis- 
lature to  the  commission  to  be  administered  in  accordance 
with  certain  very  general  rules  established  by  the  legislatme. 
The  authority  of  the  commission  is  therefore  l^pslative  and 
administrative  in  character,  and  there  is  no  more  reason 
why  its  work  should  be  of  merely  an  advisory  nature  than 
that  an  act  of  the  le^slature  or  an  ordinance  of  the  Board 
of  Health  should  be  in  the  form  of  a  recommendation  to  be 
carried  out  at  the  option  of  the  parties  affected." 

Pennsylvania's  experience  may  prove  to  be  like  that  of 
Iowa,  where  an  advisory  commission  was  in  existence  for 
ten  years.  In  three  years  no  recommendation  was  dis- 
obeyed; it  was  successful  in  many  minor  ways.  "  But  it 
failed  just  where  control  was  most  needed.  It  was  powerless 
to  check  .  .  .  discrimination."  ^  Wisconsin  expmenoed  the 
same  difficulty  after  1876.  ''  It  is  needless  to  say  that  the 
railroads  were  little  interfered  with  in  matters  which  vitally 
concerned  the  industrial  interests  of  the  state."  *  The  ori^nal 

1  F.  H.  Dixon,  SUte  RaUhmkI  Control,  p.  131. 

•  F.  H.  Dixon,  in  Politioal  Soienoe  Qiiwteriy.  toI.  90.  p.  684. 
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New  York  Commission  also  found  its  recommendations 
frequently  disobeyed,  and  itself  asked  for  power  to  apply 
to  the  courts  for  writs  of  mandamus. 

What  the  future  will  bring  remains  to  be  seen.  For  the 
present,  Pennsylvania  has  what  may  be  called  the  old- 
fashioned  type  of  regulating  body.  Perhaps  it  will  follow 
in  the  end  the  example  of  the  more  progressive  states,  — 
among  which  may  be  ranked  now  not  only  Wisconsin,  but 
the  great  neighbor  and  rival,  New  York,  —  and  establish  a 
commission  with  more  stringent  powers. 

Abthub  U.  Atbbs. 

SWABTHMOBB  Ck>LLBGlU 
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